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STATEMENT BY MEMBERS OF THE FACULTY OF 
POLITICAL SCIENCE, COLUMBIA UNIVERSITY, 
ON THE WAR DEBT PROBLEM 


PREFATORY STATEMENT 
BY PRESIDENT NICHOLAS MURRAY BUTLER 


The Faculty of Political Science in Columbia University, com- 
posed of some forty scholars and men of affairs, who are in the very 
front rank in the fields of Economics, Social Science, History, and 
Public Law, have united in a carefully prepared statement of what 
they conceive to be the relation between the interallied war debts 
and the reparations fixed by the Treaty of Versailles, and the peace 
and economic restoration of the world. There can be no higher or 
more disinterested authority than that which these gentlemen en- 
joy. They are not closet philosophers, but men in active touch with 
every phase of practical life, including finance, industry, commerce, 
and legislation. 

The American people hardly realize the enormous advance made 
toward the establishment of international security and peace during 
the year 1926. The word Locarno has become symbolic not only 
of progress but of an ideal which is no longer considered impracti- 
cable. This is due in chief measure to the fact that M. Briand, Dr. 
Stresemann and Sir Austen Chamberlain are not merely the heads 
of the foreign offices of three governments whose interests have often 
been in competition or in conflict, but that these men have become 
close comrades, working with loyalty and devotion upon a common 
task. It is unthinkable that the people of the United States, with 
their traditions and their historic policies of international friendship 
and cooperation, will withhold any possible measure of support 
from this epoch-marking movement. 

This statement is in no sense a proposal for the cancellation of 
the debts or reparations. It isan argument for the re-study of these 
debts and reparations and of all the problems that are so closely 
related to them or that grow out of them in the light of most recent 
political and economic developments in Europe, this re-study to 
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be made by or under the direction of an international conference 
summoned for that particular purpose. 

To Americans it will be of special interest to read again the letter 
addressed by Thomas Jefferson when Secretary of State to Mr, 
Hammond, ,Minister Plenipotentiary of Great Britain, under date 
of May 29, 1792, and still more, perhaps, the preliminary draft of 
that letter which was submitted to the criticism of President Wash- 
ington, of Alexander Hamilton, of James Madison, and of Edmund 
Randolph, in answer to the claims made by the British Government 
arising out of the destruction, here in the United States during the 
War of Independence, of property belonging to the British Govern- 
ment or to Loyalists. 


TEXT OF STATEMENT 


We the undersigned members of the Faculty of Political Science 
and Associated Schools of Columbia University submit for im- 
partial consideration the following statement. 

In our judgment the war debts settlements are unsound in prin- 
ciple. Certainly they have created and are fostering a deep sense 
of grievance against us. We do not urge that the debts be completely 
cancelled. Whether there should be cancellation in whole or only 
in part depends on many complicated factors yet to be studied. 
What we do urge is complete reconsideration in the light of present 
knowledge. To this end we believe that an International Con- 
ference should be called to review the entire problem of debt pay- 
ments, and make proposals for readjustment. This need not and 
should not in any way interfere with present negotiations, nor 
the current operation of the Dawes plan. On the contrary it would 
facilitate them. The proposed conference cannot be hurriedly im- 
provised, but definite steps looking toward its organization would 
ease the present situation and we should find ourselves cooperating 
helpfully and constructively with other nations upon terms of a 
lasting settlement. 


A Turning Point in History 


In the last few months the nations of Western and Central Eu- 
rope have made an unprecedented effort to rid themselves of the 
menace of future war. At present they are succeeding beyond all 
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i 
ence expectation. In proportion to their success the whole world will | 
share in the benefits. If their great adventure fails, the whole world, 


tter including ourselves, will some day suffer incalculably. 

Mr. The prime condition of the success of any such movement is 

date mutual trust and understanding. Our war debt settlements have 

't of produced distrust and misunderstanding. When century-old polit- 

ash- ical enmities are yielding to common sense, an international financial 

und problem of recent origin, whatever its magnitude, should not be 

rent allowed to threaten the foremost gain in international relations 

the since European nations began. q 


war in 1917. True we should have had no occasion for war had there 
been no European war. But the controversy as to the responsibili- 
ties of European Powers for the outbreak of war in 1914 is not perti- 
nent to that other question of why we went to warin 1917. America 


ee ee 


nce : . ; : : 
: went into the war on an issue of itsown. The casus belli for the United a 
im- : ; ; : . 
States was unrestrained submarine warfare, behind which lay—in 
a 1917—an apprehension of decisive military and naval successes on : 
sail the part of the Central Powers imperilling the development of free ’ 
tely institutions. i, 
aly Our declaration of war was followed by the mobilization not only 1 
ied of our man power but also of our material and financial resources. 4 
i From the latter we made extensive advances to other nations fight- : 
sent : 1) 
‘ol ing a common enemy. Thus arose the first phase of the war debt 


ern- Our share in the war debt problem arose out of our entry into the 


problem. It was at a time when we were straining every effort to 


eriess 
ee 


fs" hasten our own direct participation in the war. From the record of 
ois debates in Congress, it is clear that these advances were not re- 4 
ail garded by those who voted them as business transactions, but rather f 
pay as joint contributions to a common cause. But even if we did not i 
wuld have these statements, the grants themselves would have been justi- li 
ing fable upon no other ground. That the borrowers used the credits ij 
Pip to help win their own wars is undoubtedly true; but the reason that 1G 
we loaned them the money was the fact that by so doing they were ij 
| also helping us to win our war. If this were not so, it would mean i 
that our Government diverted for the use of others vast sums of 
money and essential war supplies at a time when it was calling upon 3 
Su- the country to make every possible sacrifice to maintain its own 
the cause. The credits were freely given because they were to secure for 


all us effective support for our own effort, either directly on the field i 
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of battle or indirectly by strengthening the nations associated with 
us. They would have been justified by no other purpose. 

Not all of our war loans were used directly for military purposes, 
Some of them helped to feed and clothe civilian populations. Some 
provided permanent improvements useful after the war was over, 
Some of the loans were made after the armistice was concluded, 

In the debt settlements we have made, insufficient account has 
been taken of those differences. The origin of various items in the 
debts was ignored. In justice and in reason they should have been 
considered. 


The Debt Settlements 


The United States early abandoned the attempt to collect the full 
amount called for by the original debt contracts. The first formal 
step toward establishing a new basis of debt calculation was the 
creation of the Funding Commission by the Act of Congress of 
February 9, 1922. According to this Act, the Allies were to pay all 
debts in full but the rates of interest were reduced to 4% per cent. 
The very first debt negotiations, those with Great Britain, showed 
that still further reduction was necessary, and ‘“‘capacity to pay” 
became the basis of these subsequent negotiations. This was the 
formula used in the reparations section of the Versailles Treaty with 
reference to Germany. At best a vague and difficult formula, it 
has nevertheless, upon the whole, been applied in a very real effort 
to reach satisfactory settlements. The Secretary of the Treasury 
has stated that the cash values cancelled in the settlements with 
Great Britain, Italy, Belgium, and in that offered France, amount 
to $5,489,000,000. This means that the United States is now can- 
celling about one-half the aggregate sum represented by the principal 
and interest of the original debts. 

This partial cancellation would be generous to the extreme if the 
debts had been mere business transactions. It is nevertheless re- 
garded by the debtor nations as not touching the heart of the issue. 
They hold in mind chiefly those credits which were used to wage wat. 
They contend that they should not in fairness be required to repay 
advances that were expended for our benefit as well as for their own 
at a time when money was our only contribution. For over a year 
after our declaration of war their troops almost alone held the enemy 
in check, This was the critical period during which Germany, freed 
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; 
with on the East, brought the whole weight of its power to break the West- | 

ern front. During this supreme crisis, if the allies had spared lives 
oses, or if we had stinted supplies, our war as well as theirs might have 
ome been lost. 


over, No attempt to reopen these pages of history was made in the nego- 
ded, tiation of debt settlements. This was chiefly because the Act creating 
has our Debt Funding Commission allowed only limited discretion to 
1 the that body. Moreover, there is no way to compare the value of 
been | supplies with that of lives sacrificed in war. 


The points ignored in the official settlements, however, have been 
all the more accentuated in popular discussion. The controversy 
has ranged far beyond the question of money. The question of 


{ 
} ii 
based upon the statistics of the pre-war period and those of the ab- i 
14 


>full | generosity between debtor and creditor has been discussed upon 

rmal terms of what equivalent, moral or material, has been rendered for 

; the the sums advanced. To the minds of our debtors this is the core i 
3s of | of the controversy. Sooner or later we shall be compelled to give 
y all consideration to this point of view. : 
cent. But before addressing ourselves to the more vital aspects of the i 
»wed controversy we must call attention to serious defects in the existing 
ay” | settlements. i 
| the The Existing Settlements q 
with 1 
a, it The existing settlements rest upon a basis which is itself open to 1 
fort question. The formula “capacity to pay,’’ which, in the case of ; 
sury ordinary debt adjustments, may be applied, to the possible benefit i 
with of both parties, proves difficult if not impossible of just application 1H 
punt in the case of debts so vast as to reach over two or three generations. } 
can- In most of the debt settlements the period agreed upon stretches f 
cipal forward sixty-two years. The estimates of capacity are, of necessity, 

the | normal post-war or reconstruction period. Obviously there are no 4 
3re- | figures for the future. { 
sue. How impossible it is to estimate the relative economic “‘capaci- : 
war. ties” of nations for so long a period will be clear to anyone who looks iq 
spay back over the last sixty-two years. The steel industry of Germany, i" 
own now far surpassing that of England, is almost entirely the product i" 
year of the last half century. Similarly, other basic industries such as | 
emy coal, wheat, cotton, rubber, potash, and even gold are in process of i 


reed redistribution among the countries of the world. Nations today are 
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changing their relative positions even more rapidly than in the past, 
How, then, can there be any degree of certainty in the estimates of 
future capacity, upon which this settlement so largely rests? It js 
surely unjust to fix the burdens of future generations on the basis 
of guesswork. 

This injustice is all the more evident when one compares the 
various settlements and notes the wide discrepancies in liberality, 
On a 4% per cent interest basis France is to pay only 50 per cent, 
Belgium 54 per cent, of the whole debt (interest included). Great 
Britain is to pay 82 per cent while Italy pays only 26 per cent. What- 
ever justification there may have been for differences in treatment 
of the various national debts, it is unfortunate that the principle 
“capacity to pay”’ should result in such striking variations as these, 

Still more regrettable is the impression which the formula conveys 
concerning our attitude as creditor. To exact a payment according 
to the capacity of the debtors seems to imply that the exaction is 
according to the full capacity to pay. If this basis of settlement had 
been rigorously applied, it would mean that we were threatening to 
lower materially the standard of living in Europe by taking tribute 
of their every possible saving for three generations to come. This 
is without doubt a wrong interpretation of the attitude of the credi- 
tor; but it isa natural, popular interpretation in the debtor countries, 
The phrase itself, ‘capacity to pay,’’ rings hard and heartless. 

As a matter of fact, it was partly to escape just this kind of in- 
ternational misunderstanding that negotiators dealt primarily with 
the interest instead of with the principal. The attention of the 
creditor could be drawn to the full amount of the principal, that of 
the debtors to the scaled-down interest or lessened annual payments. 
Unfortunately debtors and creditor looked at just the opposite items. 
The result is that dissatisfaction over the terms of the settlement 
has extended to a misunderstanding of motives. In the case of 
nations bound so closely and for so long to carry out agreements 
which seem to them unjust, this dissatisfaction may easily wreck the 
plans for world order and peace, according to which Europe is re- 
building its shattered economic fabric. Our debt settlements are part 
and parcel of a whole network of settlements between the other Pow- 
ers. It is clear that the whole matter should be re-examined on a 
basis not of immediate expediency but of justice and of generous in- 
tention that would give no reasonable ground for misunderstanding. 
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Some Economic Effects of the Present Agreements 


Before proceeding with the proposal for a revision of the debt 
policy let us see what are the economic effects of the present agree- 
ments. The political and moral issues are, as we have seen, of the 
greatest importance. But it will come as a surprise to many to find 
that the material interests involved, so far as we are concerned, are 
relatively small. 

(1) Our scheduled annual receipts from debt payments during 
the next four years will be less than five per cent of either the present 
annual commodity imports or the present annual commodity ex- 
ports of the United States. This percentage is smaller than the 
year-to-year fluctuations which have actually occurred in either 
exports or imports since the War. 

(2) The scheduled annual payments for the next few years will 
constitute, it is estimated, less than one-third of one per cent of 
our annual national income. Even the increased payments called 
for in later years will not exceed one-half of one per cent of the prob- 
able national income. 

(3) The scheduled annual debt payments will make much less 
difference in the American tax bill than is generally supposed. The 
payments due in the next four years amount to less than two dollars 
annually for each person in this country. They amount to less 
than 10 per cent of the estimated yield of the Federal Income Tax 
of 1927; and if applied entirely to a reduction in the personal income 
tax rate, they would make a difference of only two dollars a year to 
a typical income tax payer with net income of $5,000 a year. The 
latest tabulation shows that in 1924, 90 per cent of the Federal 
income tax payers paid on net incomes of less than $5,000. 

(4) Fulfilment of the debt agreements necessarily imposes on 
European debtors hardships much greater than the benefits that 
accrue to America. Great Britain, France, Italy, and other European 
countries are already bearing burdens which strain their courage 
and strength. Taxation, in proportion to income and population, 
is between two and three times heavier in England, France, and 
Italy than it is in the United States. Payments that could at best 
mean a paltry gain for most American taxpayers mean to the over- 
taxed debtors a crushing load. 
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A New Basis Possible 


We must substitute for the unfair and inappropriate principle 
of capacity to pay a full and frank reconsideration of the debt and 
reparation problems, in an international conference to which all 
the countries concerned shall send representatives. To this con- 
ference the representatives of the United States should go, not with 
rigid instructions, like those hampering our Debt Commission, but 
with directions to determine what settlement, compatible with the 
demands of justice, would seem best calculated to promote the 
future peace and prosperity of the world. This is a joint enterprise, 
It calls for similar action by other nations and affects all interna- 
tional monetary operations directly caused by the War. 

We realize that this statement has touched upon only a few of the 
many aspects of this complex question. We have said nothing about 
the legality of our claim to full payment. That is conceded by all 
of the debtor nations. We have passed over the fact that while the 
advances were made by the United States Government the means 
required were secured by issues of bonds to our own citizens, which 
bonds must be paid with interest whether or not the debtor na- 
tions make repayment. But to the extent that these advances were 
used by our associates to prosecute the war to our incalculable 
advantage, they seem to us like other war expenses, financed through 
bond issues rather than through revenues from taxation. We have 
said nothing of the special reason for moderation in our claims for 
repayment from Great Britain growing out of the loans she was 
making to our continental associates, also mainly to permit a more 
vigorous prosecution of the war, not of her declared willingness to 
forego repayment from them in exact proportion to the extent that 
we relax our demand for repayment from herself. This aspect must 
be given due weight in any international debt conference. Finally 
we have not attempted to estimate the gains made by our associates, 
territorial and other, through the peace treaty. Their losses were 
incomparably greater than ours. They have come out of the war 
crippled and impoverished. No sober-minded economist would think 
of claiming that their gains would offset more than a fraction of 
their losses, or that, should we cancel all the debts due us, their 
economic position would be raised to anything approaching ours. 

There is one aspect of the question, however, that must not be 
ignored. Can any thoughtful American view with indifference the 
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growing odium with which his country is coming to be regarded by 
our European associates? This would be distressing whatever 
the occasion; but when from the European point of view, there is 
convincing justification for their unfavorable estimate of us, should 
we not welcome a chance to talk out our differences around a con- 
ference table? Evidence is accumulating week by week that our 
insistence on debt payment will cause the hatreds, which European 
countries are finding means to allay among themselves, to be con- 
centrated squarely against us. Already international trusts are 
being organized to compete with our industries in neutral markets. 
Already it is being pointed out that the reparation payments which 
threaten to hold Germany in financial bondage for two or three 
generations are necessary to permit the Allies to pay their war 
debts to us. A coalition of Europe against the United States might 
prove a good thing for Europe. Can anyone believe that it would 
be a good thing for the United States? Thus the demands of justice 
are reenforced by the dictates of political expediency and the counsels 
of economic self-interest in urging us to meet halfway the countries 
of Europe in the International Debt and Reparations Conference, 
which we here propose. 

John Bates Clark, Edwin R. A. Seligman, Henry R. Seager, 
Vladimir G. Simkhovitch, Wesley C. Mitchell, John Maurice 
Clark, James W. Angell, James C. Egbert, Robert Murray 
Haig, Roy B. Kester, Roswell C. McCrea, Robert H. Mont- 

gomery, J. Russell ‘Smith, Thurman W. Van Metre, H. 
icher Willis, James C. Bonbright, Frederick C. Mills, Wil- 
liam E. Weld, Rexford G. Tugwell, and Emilie J. Hutchinson, 
professors of economics, finance, and business. 

Howard Lee McBain, Lindsay Rogers, Joseph P. Chamberlain, 
Hessel E. Yntema, Parker Thomas Moon, Raymond Moley, 
and Philip C. Jessup, professors of public law. 

William R. Shepherd, James T. Shotwell, Carlton J. H. Hayes, 
Robert L. Schuyler, David S. Muzzey, Dixon Ryan Fox, 
Austin P. Evans, Evarts B. Greene, J. Montgomery Gam- 
brill, Edward M. Earle, Harry J. Carman, and Maude A. 
Huttman, professors of history. 

Franklin H. Giddings, Samuel McCune Lindsay, Alvan A. 
Tenney, Robert E. Chaddock, William F. Ogburn, and 
Herbert N. Shenton, professors of social science. 
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THE INTERALLIED DEBTS AND AMERICAN POLICY 


BY JAMES W. ANGELL, PH.D. 


Associate Professor of Economics in Columbia University 


The years immediately after 1918 were an unhappy period in the 
world’s history. The war, instead of settling everything, seemed to 
have settled little or nothing; and the great Peace at first appeared 
to be not a peace at all, but only a thin cloak for ever new and ever 
more bitter intrigue, strife and distrust. After four years of titanic 
combat and suffering, Europe was desperately eager for rest, for time 
to repair its wounds, and for the establishment of general under- 
standing and tolerance. Instead, it was plunged into an era worse, 
in some ways, than the war itself. The new nations sought enemies, 
not friends; the old nations, believing in nothing and suspicious of 
everything, kindled afresh the fires of their historic hatreds. Govern- 
ments tottered and fell; currencies collapsed; anarchy spread swiftly 
through the economic as well as the political order; and financial 
ruin stared entire nations in the face. 

But with the close of 1923, the situation definitely changed, and 
the world is now well launched on a course unprecedented in history. 
International trust and honest cooperation have at last begun to 
take the place of international fear and combat. The worst of the 
monetary catastrophes have been faced and overcome, and the 
restoration of currency stability has poured new life into Europe's 
shattered economic structure. An era of genuine peace and progress 
and prosperity, political and economic and moral, lies just ahead. 

Of the many events that have contributed to this new situation, 
four are especially important. They have all taken place within 
the past three years. One is the bringing into operation of the 
Dawes plan, in 1924. The Dawes plan has put German currency 
and finance back on its feet, has put a term to the protracted Repara- 
tions struggle, and has even done much to dissipate the traditional 
Franco-German bitterness. A second is the restoration of the gold 
standard in England, in 1925; an event of profound significance 
not only for England’s economic life, but for the international trade 
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and finance of the whole world. A third is the Locarno conferences 
and the resulting agreements, which have bound up most of Western 
Europe in a marvellous network of mutual guarantee and mutual 
protection. So far as human efforts can, these treaties, which supple- 
ment the obligations of the League of Nations, make war between 
the signatories an absolute impossibility. Fourth, and last, there 
is the settlement of the largest part of the inter-governmental debts 
left by the war and its aftermath. With the exception of the obliga- 
tions due from Russia, which are probably not recoverable, some 
sort of funding agreement has been made for every large debt now 
outstanding. Over ninety-seven per cent of the debts due the Ameri- 
can government, for example, have now been tentatively or definitely 
settled. 

Of this great series of developments during the past two or three 
years, all save perhaps the last are clear and indisputable steps for- 
ward. They mark the restoration of political and economic stability 
throughout most of Western Europe, the substitution of order for 
anarchy; and they offer a definite promise for further high achieve- 
ment in the near future. This cannot be said unequivocally, how- 
ever, with respect to the debt settlements. It is true that the settle- 
ments have replaced uncertainty on the general status of the debts 
by certainty, and this is in itself an extremely important gain. But 
they are still one of the great remaining sore spots in Europe, and 
perhaps one of the great danger spots. Especially with respect 
to the debts due the American government, the settlements and 
the bitter feeling they have engendered are running directly counter 
to the remarkable new trend in European thought and action: 
that is, the trend toward understanding and cooperation, toward 
mutual trust and mutual concession. 

Up to the present time the great majority of the American people 
has taken little part or interest in the debt settlements. But the 
actions of our government have now created a situation which makes 
it imperative for the entire nation to scrutinize with new care the 
origin of the debts, and to weigh with utmost seriousness the wisdom 
and justice of the course upon which we have officially embarked. 
It is the purpose here to set out certain fundamental features in 
the situation, ignorance of which makes impossible an adequate 
understanding of the problem as a whole or any reasoned judgment 


upon its merits. 
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i of war—lies the origin of over ninety per cent of the original inter- troops 
} governmental debts. The remainder is accounted for chiefly by Novem 
) loans for relief and reconstruction made after the Armistice. of the 
By the end of 1918, shortly after the cessation of hostilities, the was off 
| nominal gross total of the inter-governmental debts had reached the half aft 
| huge sum of twenty-one and a half billion dollars.2. Every country for rect 
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a net surplus of credits. The positions at the close of 1918 were Germar 
these. The United States was owed seven billion dollars, by seven Repara 
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1About 1% billions was raised by the direct sale of foreign government obligations in *The 1 
the open investment markets here, up to April, 1917. About $2 billions was secured, up to ‘The 7 
1919, by the return of American securities held abroad. (National Industrial Conference tion, by r 
Board, The Inter-Ally Debts, pp. 43, 44.) almost en 
* The net debts, the sum of the net debits (or the sum of the net credits) resulting after 5 The 1 


each country’s total nominal credits had been offset as far as possible against its nominal 
debits, were of course much smaller. The net total at the time of the Armistice was a lit 


over $9 billions. 
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By 1920, the nominal total had risen to nearly twenty-five billions. 
The United States alone was owed nine and a half billions, now due 
from eleven countries. 

In 1923, when the first important negotiations for a settlement of 
the debts began, the nominal gross total was about twenty-eight 
billion dollars.* The United States was owed roughly eleven billions. 
England’s gross credit was of nearly equal size, but her debts reduced 
her net credit to three and three quarters billions. France was in 
debt to the extent of three and a half billions met; Italy four and a 
third billions; and Russia four and a half billions. The Russian debt, 
incidentally, is probably not recoverable. The chief Russian credi- 
tors are England, three billions; France, one billion, and the United 
States, a quarter billion. 

Thus in the five years after the Armistice the nominal gross total 
of the debts had risen from twenty-one and a half billion dollars to 
twenty-eight billions. That is, the debts had increased by nearly a 
third after hostilities ceased. There were three reasons for this 
increase. First, and most important, military outlays did not stop 
dead with the signing of the Armistice. It was necessary to keep 
troops under arms, to feed and clothe them, for many months after 
November 11, 1918. This fact is usually entirely ignored. The end 
of the war between the United States and Germany, for example, 
was officially proclaimed only as of July 2, 192I1I—two years and a 
half after the Armistice. Second, innumerable loans were negotiated 
for reconstruction and relief,—a new kind of obligation. Finally, 
the compounding of unpaid interest charges was of course very heavy. 

So much for the origin and size of the obligations between the 
Allied governments. There remain the Reparations charges on 
Germany, about which little can be said here. If the scheduled 
Reparations and prior Treaty payments are capitalized at four 
and a quarter per cent over sixty-two years, their “‘present” or 


| “cash”? value is about twelve and three quarters billions of dollars. 


The addition of this item raises the nominal gross principal sum of 
the world’s present inter-governmental obligations to the enormous 


figure of forty billion dollars.*® 


*The net total, as see the preceding footnote, was much smaller: about $16 billions. 

‘The net totals, as see the two preceding footnotes, increased in a much larger propor- 
tion, by nearly 80%. This was due to the fact that the’ post-Armistice loans were made 
almost entirely to countries which were not at the same time lenders themselves. 


5 The met total is about $21 billions. 
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II 


Bearing these characteristics of the inter-governmental debt 
situation in mind, we come now to the position of the United States, 
the largest single creditor. 

The sum due the United States at the time of the Ar.nistice, to re. 
peat, was seven billion dollars. By the end of 1924, additional 
advances for military purposes, reconstruction and relief loans, and 
the accumulation of unpaid interest had raised the nominal total to 
about twelve billions. Of this sum less than nine hundred millions 
were for relief and reconstruction advances,—that is, less than eight 
per cent. At the present time funding agreements have been made 
and ratified with twelve of the seventeen debtor countries, while 
that with France—the Mellon-Bérenger agreement—is still pending, 
The remaining unfunded debts, due from Armenia, Austria, Greece 
and Russia, amount to only two hundred and forty-four million 
dollars of original principal, or two and four tenths per cent of the 
total.® 

What has been our policy in funding these debts? What have we 
done, and why, and how is our action likely to affect our international 
future? 

The loans granted to the Allies for military purposes were made 
under authority of certain clauses in the various Liberty and Victory 
Loan Acts. The language of these Acts was quite unmistakable. 
They provided that the obligations purchased by our government 
from foreign governments should bear the same rate of interest, and 
be made under the same general terms, as the corresponding obliga- 
tions of the United States issued to provide the necessary funds. If 

this provision were carried out, the debts now due us would bear from 
four to five per cent interest, and would be amortized over the next 
ten to thirty years. Similarly the War Debt Funding Act of 1922 
stressed the repayment in full of the principal of the debts. It 
authorized a reduction of the interest charges to four and a quarter 
per cent, and an extension of the period of payment to twenty-five 
years; but in most other respects it paralleled the stipulations of the 
Liberty Loan Acts, except for a passing reference to justice. 

But when the time came for making actual funding agreements, 
in 1923 and subsequent years, the War Debt Funding Commission 

®The Austrian debt has been extended 20 years by agreement. In someste thoes 


government, while the Russian government has not yet been recognized. e Greek 
is in controversy. 
[20] 
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proceeded on a different and more moderate basis. It has admittedly 
secured the repayment of the principal of all the loans, if the princi- 
pal be regarded simply as a number of dollars. But it has reduced 
the interest charges in all cases, and has spread out the payments on 
account of principal over sixty-two years. This action has produced 
terms very unlike the terms of the national debt of the United States 
as it now exists, and has resulted in lowering the ‘“‘ present”’ or “‘cash”’ 
yalue of the scheduled payments to a figure far below the original 
principal sum. Despite the somewhat confusing statements of the 
Treasury, the principal of the debts therefore has in effect been re- 
duced very materially. Just how much, we shall see in a moment. 

The principle set forth in the Liberty Loan Acts, in other words, 
has been abandoned. The new principle developed by the Debt 
Commission, the basis on which it has acted, is that of “‘capacity 
to pay.” The idea underlying the use of this principle is ethically 
sound, and entirely comprehensible. The Debt Commission found 
that the debtors were in severe financial straits; and that to demand 
payment in full, on the same basis as that of the obligations issued 
by the American government itself, would undoubtedly bring some 
of them close to bankruptcy. Proceeding in an entirely justifiable 
manner, the Commission therefore undertook to scale the debts and 
payments down to a level more in accordance with the supposed 
capacity of the debtors to pay. The motive, within its limits, was 
reasonable and even generous, but the particular method adopted 
to give this motive effect is perhaps open to question. Let us post- 
pone any criticism of the principle of “capacity to pay” for a mo- 
ment, however, and look at the results it has yielded. As examples 
of four different types of settlement, take the agreements made 
with England, France, Italy and Belgium. They are the four lead- 
ing debtors, and owe ninety-six per cent of the eleven and a half 
billion dollars of funded obligations due to our government.’ 

(1) Great Britain. The agreement with Great Britain was signed 


June 19, 1923. The principal sum of the debt as funded is four 


billion six hundred million dollars. The debt bears interest at three 
per cent through 1932, and thereafter at three and a half per cent. 
The payments run over sixty-two years, terminating in 1984. The 
total volume of the payments to be made in this period is a little 
over eleven billion dollars. At an interest rate of four and a quarter 


Figures on totals from Monthly Review of the Federal Reserve Bank of New York, 
June, 1926, p. 4; taken in turn from figures furnished by the U. S. Treasury. 
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per cent—what the United States is paying on the bulk of its own 
borrowings—the present cash value of the payments is three billions 
seven hundred and ninety-two millions.* Contrasted with a funded 
nominal principal of four billions six hundred millions, this means 
that the effective principal sum of the debt has been reduced by 
eighteen per cent. 

This is the general type of settlement used in the numerical major. 
ity of the agreements. 

(2) Belgium. The agreement with Belgium was signed August 
18, 1925. The principal of the debt as funded is four hundred and 
eighteen million dollars. The pre-Armistice portion of the debt, 
thirty-six per cent of the total, bears no interest, and is to be repaid 
over sixty-two years. The post-Armistice portion bears a small 
but increasing rate of interest to 1935, and thereafter three and 
a half per cent. These payments also run sixty-two years, and 
cease in 1987. The present cash value of the two sets of payments 
combined is two hundred and twenty-six million dollars. The effec- 
tive reduction in the principal of the debt is therefore forty-six per 
cent. 

(3) Italy. The Italian agreement was signed November 15, 
1925. The principal of the debt as funded is two billion forty-two 
million dollars. No interest is charged for the first five years. In- 
terest then begins, in 1930, at one eighth of one per cent, and rises 
gradually to two per cent in 1980. The payments run for sixty-two 
years, and cease in 1987. Their present value is five hundred and 
thirty-eight million dollars, and the effective reduction in the prin- 
cipal of the debt is seventy-four per cent. 

(4) France. The Mellon-Bérenger agreement with France, not 
yet ratified, was signed April 29, 1926. The principal of the debt 
as funded is four billion twenty-five million dollars. No interest is 
charged for the first five years. Interest then begins, in 1930, at 
one per cent, and rises gradually to three and a half per cent in and 
after 1966. The payments run for sixty-two years, and cease in 
1987. The present cash value of the payments is two billion eight 
million dollars, and the effective reduction in the principal of the 
debt is fifty per cent. 

8 The “ present "’ value of a given sum receivable at a given future date is that sum which 
when compounded at (here) 444% for the indicated number of years, will equal the sum 


receivable at the future date. The calculation of ‘‘ present” values, made with an annuity 
table, has to be done separately for each payment. 
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Thus the four biggest debts due to our government have been 
settled, actually or tentatively, in four entirely different ways, and 
with entirely dissimilar results. If we now include the nine other 
settlements made during the past three years, the results of the 
thirteen settlements taken together are as follows. 

Including the unratified agreement with France, the total princi- 
pal of the debts as funded is eleven and a half billion dollars; and the 
total of the payments we are to receive over the next sixty years, 
taking interest and amortization together, is roughly twenty-two 
billion dollars. Eleven and a half billions is substantially equal to 
the principal of the debts as originally contracted, plus accumulated 
interest! to the date of settlement. But it is only the nominal 
principal. The interest payments are so cut down, and the period 
of repayment is so lengthened, that the effective or real principal, 
calculated on a business basis, is very much smaller than this nominal 
principal. We are paying four and a quarter per cent on the bulk 
of our own national debt, with provision for its retirement over the 
next thirty years. On the basis of an interest rate of four and a 
quarter per cent, with retirements running over sixty-two years, the 
“present” or ‘“‘cash’’ value of the scheduled debt payments to our 
government is not eleven and a half billions at all, but a little under 
seven billions. That is, the effective or real principal is only sixty 
per cent of the nominal funded principal. The average reduction 
has therefore amounted to forty per cent. Roughly speaking, our 
government is paying four and a quarter per cent on the bulk of 
the money it borrowed, while it is receiving only two and fifty-five 
one hundredths per cent on the money it loaned to foreign countries. 
It is therefore quite wrong to say that we have been ungenerous to 
our debtors. Relative to the original legal status of the debts, and 
disregarding the broader moral questions involved, we have shown 
avery pronounced degree of generosity. 

But the reductions are extraordinarily uneven. Although the 
reduction on the debts as a whole amounts to forty per cent, in re- 
spect to particular countries it ranges all the way from seventy-four 
per cent in the case of Italy to only eighteen per cent in the case of 
Great Britain. These extreme differences are justified by the Debt 

‘Finland, 1923; Hungary, 1924; Lithuania, 1924; Poland, 1924; Latvia, 1925; Czecho- 
Slovakia, 1925; Esthonia, 1925; Rumania, 1925; Jugo-Slavia, 1926. All are under $200 


millions apiece. Their total is $438 millions. 
10 Charged variously at 344% to44%. 
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Funding Commission on the basis of asserted differences in the 
capacity to pay of the various debtor countries. But without wishing 
to impugn in any way the efforts or the purposes of the Debt Com- 
mission, we cannot help regarding it as at least curious that the 
application of the principle of capacity to pay should have produced 
such widely divergent results. This divergence is the more difficult 
to understand when we recall that Great Britain, which receives 
the smallest reduction of all,—only eighteen per cent,—borrowed 
from us only in order to re-lend the proceeds to the Continental 
Allies. It is hard to refrain from concluding that the so-called prin- 
ciple of ‘‘capacity to pay’’ was, within considerable limits, little 
more than a cloak for polite and perhaps half-conscious bargaining 
of a familiar order. 

By way of contrast to the action of the United States on the debt 
settlement question, it is interesting to look at the position of Eng- 
land, the other net creditor in the inter-governmental account. The 
three big debts due to England are those owed by Russia, France 
and Italy. The Russian debt, of three billion dollars, is probably 
not recoverable, and must be written off the books. In the case of 
France and Italy, settlements were made during the first part of 
1926. The nominal total of the French debt is a little under three 
billion dollars, but the ‘“ present’’ value of the payments now sched- 
uled is only about forty-five per cent of that sum. The nominal total 
of the Italian debt is about two billion seven hundred million dollars, 
but the present value of the scheduled payments is only about 
twenty per cent of thatsum. Great Britain has thus made reductions, 
on the two big recoverable debts due her, of fifty-five and eighty 
per cent respectively. The average reduction is sixty-seven per cent; 
whereas the average reduction granted by the United States is only 
forty per cent. Moreover, England is substantially pledged by the 
Balfour note not to seek from her debtors of all classes, whether on 
interallied account or from Reparations, more than will suffice 
to pay off her sole creditor—the United States. In a word, England 
cannot gain from the debt situation, and will probably lose. 


Ill 


Such, then, has been the debt settlement policy of the American 
government: namely, a policy of reduction in accordance with the 


11 So Lord Balfour in the “‘ Balfour note,” August 1, 1922. (Bankers Trust Company, 
The Inter-Ally Debts, p. 195.) 
[24] 
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estimated capacity of the debtors to make payment. Under the 
resulting more or less complicated agreements, we are scheduled to 
receive a varying but growing volume of payments from foreign 
governments throughout the next sixty years. How large are 
these payments, and how important are they to us? 

The total funded principal of the debts is eleven and a half billion 
dollars. On this principal we are to receive, in the course of the 
next sixty years, payments totalling twenty-two billion dollars, 
with a present value of seven billions. But the receipts are not 
distributed evenly from year to year. They are small at first, then 
rise sharply for a time, and only reach a maximum in 1983. During 
1927, the total scheduled receipts will be only two hundred and 
ten million dollars, and they remain under two hundred and twenty 
millions a year through 1930. Then they rise sharply through the 
following decade, and reach three hundred and fifty millions a year 
intg4o. After that the rise is very gradual; and the maximum annual 
receipt, of four hundred and twenty-two millions, is not reached until 
1983,—over half a century distant. Then the payments drop rapidly, 
and cease entirely in 1987. 

How important will these receipts be to us? It is of course im- 
possible to predict the distant future, but a few figures will indicate 
the relative significance of the payments that are scheduled for the 
next four or five years. 

Until 1931, to repeat, the annual payments will remain under 
two hundred and twenty million dollars. Consider first the relation 
of this sum to our foreign trade, which will of course be directly 
affected by the payments: in largest part, we can receive them only 
in the form of an increase in commodity imports, or as a decrease 
in exports, or as some combination of the two. Two hundred and 
twenty million dollars is, roughly, only five per cent of our present 
volume of commodity imports, and only four and a half per cent of 
our present volume of commodity exports. It is smaller than 
the annual changes which the ordinary fluctuations of foreign trade 
produce under normal conditions, and also smaller than the fluctua- 
tions of the trade balance between any two years since the war. 
It is less, even, than the recent annual fluctuations in merely our four 
principal imports, taken together, or in our three principal exports.¥ 


Zi. e., in 1925, the latest full year available at the time of writing. 
% Imports: sugar, raw silk, coffee, crude rubber. Exports: raw cotton, refined oil, 


wheat and flour. 
C25] 
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Second, the relation of the payments due in the next four years 
to American taxation.14 These payments will make much legs 
difference in the American tax bill than is generally supposed. They 
amount to less than two dollars annually for every man, woman and 
child in the country. They amount to less than ten per cent of the 
estimated yield of the federal income tax in 1927; and even if they 
were applied entirely to a reduction in the personal income tax 
rate, they would make a difference of only two dollars a year toa 
typical income tax payer with an annual income of five thousand 
dollars. The latest tabulations show that in 1924, ninety per cent 
of the federal income tax payers paid on net incomes of Jess than 
five thousand dollars. 

Finally, it is estimated that the payments for the next few years 
will constitute less than one-third of one per cent of our annual 
national income.'5 

These comparisons apply, of course, only to the immediate future; 
and it is true that the debt receipts will rise by nearly sixty per cent 
in the next fifteen years. But the other elements in our general 
national economy, except taxation, will also presumably grow; 
and will thus diminish the eventual increase in importance of the 
debt receipts. Even if our national income, for example, remained 
at only its present size until 1940, the large payments scheduled in 
that year would still be less than one half of one per cent of our 
income. 

The general conclusion which these comparisons clearly suggest 
is that the debt payments are not going to play a tremendously 
significant part one way or the other in our national economic life. 
Relative to the volume of our domestic production, they are little 
more than a drop in the bucket. Relative to foreign trade their im- 
portance is small, and even relative to public finance—itself but a 
fraction of the whole—their importance is not great. 

But if the debt payments are of comparatively minor importance 
to us, the creditor, quite the opposite is true of the debtor countries. 
Quantitative comparisions are difficult to make intelligently in this 
field, but nevertheless two or three may be ventured. First, the 
“‘real”’ burden of taxation of all sorts is between two and three times 
heavier in the principal debtor countries than it is in the United 

14 These calculations were made by Prof. R. M. Haig, of Columbia University. 


48 Taken as $75 billions to $80 billions for 1926. Estimate by Dr. W. I. King, of the 
National Bureau of Economic Research. 
[26] 
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States. In England, the estimated ratio of taxation to aggregate 
national income in the year 1925-1926 was twenty-four per cent, in 
Italy twenty-five, and in France nearly thirty. In the United States 
it was only eleven per cent.'® Second, the burden of the central- 
government debt, in the debtor countries, is from seven to eleven 
times heavier relative to national income than it is here. Finally, 
per capita income itself is much greater in the United States. With 
us, the estimated per capita income in 1924-1925 was six hundred 
and twenty-fivedollars a year; in England three hundred and eighty- 
seven dollars, in France one hundred and eighty-three dollars, and in 
Italy only seventy-one dollars. The contrast needs no elaboratior’. 

It is a familiar observation that a dollar is ‘‘worth”’ far more to a 
poor man than to a rich man. On this basis, and in the light of the 
comparisons just made, a fairly definite conclusion can be drawn, 
with some show of reason. It is simply this, that the debt payments 
will impose hardships and burdens on our debtors out of all propor- 
tion to the benefits which we shall receive. We cannot remain in- 
different to these hardships. Both a sense of fair play to our former 
Allies, and the compelling dictates of national self-interest, required 
that we consider the present position of the debt question with the 
greatest seriousness. The letters of Mr. Peabody last summer, sug- 
gestions made by others of the highest reputation, such as Professor 
Taussig of Harvard University, and the more recent manifesto of the 
Columbia University Faculty of Political Science, all show that the 
issue is by no means closed in the minds of the American people. 


IV 


We have now reviewed most of the important facts that bear on the 
history of the debts due the American government. From this survey 
it is entirely clear, I think, that the debt settlements are far from 
satisfactory in character. In the first place, they have given rise 
to intense bitterness and dislike on the part of the debtors. This 
result is in itself suspicious. Nothing in the past history of the 
debtor countries indicates that they have ever been unwilling to 
recognize and pay their honest obligations. The fact that they have 
unanimously protested against the full payment of our claims should 
itself make us question very seriously the fundamental justice of those 
claims. In the second place, the settlements are going to produce a 
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distribution of the war burdens so unequal, so grotesquely unreasgon. 
able, that we cannot accept the situation with an easy conscience, 
The day of our passive indifference to the rest of the world is gone 
forever. 

The debt settlement policy of the American government is open to 
question, and perhaps to outright criticism, in two main respects, 
One turns on the origin of the great bulk of the debts themselves, 
The other turns on the unequal and discriminatory character of the 
successive settlements. Let us look at these two questions again 
for a moment. 

* With respect to the Jegal origin of the debts, no problem exists, 
Their legal status has never been questioned. They are definite and 
unequivocal obligations, voluntarily undertaken by the debtor gov- 
ernments. But their moral origin, their status in the eyes of funda- 
mental justice, is quite another matter. Hardly twenty per cent of 
the original debts can properly be regarded as in any sense commer- 
cial in character, even including all reconstruction and relief opera- 
tions under the heading ‘‘commercial.”” The remainder, the great 
bulk of the loans, were made in the vital emergency of war, to meet 
the life-or-death needs of our Allies. They were made to carry ona 
supreme military enterprise, in which we were one of the partners, 
At the time they were contracted there seems to have been little 
distinction, in the minds of Congress or of the nation at large, be- 
tween lending the money to the Allies and giving it outright. The 
essential thing was to get the money raised, and to get the supplies 


it could purchase shipped across the ocean,—where those supplies. 


could help bring to a successful close our own enterprise, the defeat 
of the Central Powers. Is it any wonder, therefore, that the European 
Allies have watched with bitter incomprehension our government's 
apparent disregard of all these considerations, and have met with 
bitter protests its efforts to enforce the repayment of those sums, 
which are technically described as loans? We might demand, with 
almost equal reason, that we be paid for the lives of the American 
soldiers who were killed in battle. Moreover, what is almost an 
ironic paradox, all but a very small fraction of the proceeds of the 
loans were spent in this country, for American goods and American 
labor. They were not spent abroad, in foreign factories and on 
foreign farms. That fact does not improve our position in the eyes 
of the world. 
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The other fundamental criticism of the debt settlements rests on 
their unequal and discriminatory character. The extent of the 
differences has already been pointed out. To Italy we have granted 
an effective reduction in the debt of seventy-four per cent, to France 
fifty per cent. To war-flooded Belgium we granted only forty-six 
per cent, and to Great Britain a bare eighteen per cent. These 
extreme divergences have been justified on the basis of asserted 
differences in the capacity to pay of the debtors. But, without in 
the least impugning the honesty of purpose of our Debt Commission, 
the extraordinary size of the divergences must inevitably give rise 


to grave doubts as to the soundness of the methods which have pro- 


duced them. Second, the meaning of the term “‘capacity to pay”’ is 
itself ambiguous. We can perhaps speak, with at least limited as- 
surance, of a nation’s capacity to pay in the present or in the imme- 
diate future; but with respect to a term as long as sixty-two years, 
neither the idea nor the results its application has produced can have 
an intelligible significance. Think back. over the phenomenal eco- 
nomic and political changes which the world has witnessed in the past 
half century, and you will see how dubious must be the attempt to 
predict capacity to pay over the coming half century, how inequita- 
ble its results. Within considerable limits, the use of the principle 
can be little more than a disguised form of bargaining, not a scientific 
method for determining a just course of action. Third, referring the 
settlements to the debtors’ supposed capacity to pay implies an 
analogy to the bankruptcy proceedings of private law. This analogy 
is entirely erroneous. As we have already seen, the great majority 
of the debts are not on the same moral footing as the debts of com- 
merce, and cannot be treated justly on that footing. 

Finally, although this is perhaps not so fundamental a criticism, to 
carry out the settlements as they now stand will impose burdens and 
hardships on the debtors which are out of all proportion to any bene- 
fit which we may expect to receive ourselves. Indeed, it is not at 
all clear that on balance we shall benefit at all from the payments. 
Our Treasury will benefit, of course, and our taxation will be light- 
ened a little. But we shall have to receive the payments primarily 
in the form of commodities, either as an increase in our imports, or 
as a decrease in our exports, or both. In each event, certain Ameri- 
can industries and enterprises that are related directly or indirectly 
to foreign trade will be hit, and may be hit hard. Their suffering 
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may well exceed any gain from that small, widely diffused reduction 
in the American tax bill, which the receipt of the debt payments wil] 
make possible. 

In summary, then, our debt settlement policy has brought us 
lamentable harvest of thorns. We have lost prestige abroad, we may 
well have secured for sixty-two years the cumulating dislike and 
suspicion of our former allies, and we have aggravated immensely 
that international ill-feeling, which Locarno has been doing so much 
to terminate forever. In view of all this, it is not unreasonable to 
suggest that before long a reconsideration of the whole debt question 
will be forced upon us. It will be forced upon us by our own con- 
sciences, by ourselves as citizens of the world. If grave injustice 
is being done, if we are the source of that injustice, we cannot re- 
main tranquil in our present isolation and indifference. When world 
events have developed a little farther, it will almost surely become 
necessary to pool once more the debt problems of the entire world, 
perhaps including Reparations, and to recast the present agreements 
along new lines. 

Speaking with all the diffidence of a private citizen, I should like 
to see the following steps taken: First, arbitration to separate the 
commercial from the non-commercial portion of Europe’s debts to 
us. Second, cancellation of the non-commercial or military debt 
to us, on condition that the other creditors in the Inter-Allied account 
take similar steps with respect to the debts owed to them. Third, 
a reconsideration of the distribution and perhaps the totals of the 
Reparations charges on Germany, in the light of those shifts in the 
financial position of the Allies which cancellation of the political 
debts would produce. I have in mind here, especially, the peculiar 
position of Great Britain. 

Such measures as these will relieve the world’s trade and finance 
of their present severe burdens; and they will promote interna- 
tional peace and friendship, political as well as economic and financial. 
But the time is not ripe for action now, and perhaps will not be for 
two or three years. Europe itself is not yet sufficiently stable in all 
respects; and the American Congress, with whom lies the ultimate 
power of determination, is still far from ready for any such step. 
But there is hope for the future, and good ground for believing that 
the counsels of fundamental justice will prevail. 
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THE INTERALLIED DEBTS 


BY F. W. TAUSSIG 
Henry Lee Professor of Economics, Harvard University 


I 


The sums involved in the settlements with our former allies are 
very great. The total owed to the United States comes in round 
numbers to ten billions of dollars—ten thousand millions. Almost 
the whole of this sum is due for advances made during the war and 
for the conduct of the war. Something is owed for American supplies 
left over in Europe after the war and sold there, and something 
more for relief extended after the war. Over nine-tenths, however, 
represents war expenditure, and it is this nine billions alone to which 
[shall give attention. The three chief debtors are Great Britain with 
four billions, France with three and one-third billions, Italy with one 
and two-thirds billions. I state the sums in round numbers, as I 
shall throughout this paper. 

Agreements on the terms of repayment have been made with all 
the debtors, big and little. With the exception of France, each of 
them has come to a definitive settlement with the United States; 
and a settlement with France will doubtless come ere long. In every 
case the agreement is for annual payments spread over a period of 
sixty-two years—the period beginning with the year 1922 for Great 
Britain, with 1925 for Belgium, 1926 for Italy, and so on, according 
to the dates when the several agreements were reached. The annual 
payments are moderate, in some cases even small, for the first five 
years, and then rise to a figure which is maintained practically to 
the end. Great Britain is the only country that pays heavy sums at 
the start—roughly 160 millions a year for the first ten years, there- 
after about 180 millions. Italy’s payment begins with only five mil- 
lions, rises to twenty-three millions by 1936, and finally attains a 
maximum of fifty millionsa year. Belgium’s begins with five millions 
and in ten years becomes about thirteen millions. The proposed 
arrangement with France calls for thirty millions annually during 
the earlier years (beginning with 1926?) and for a maximum of 125 
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millions by 1943; some such figures, it is probable, will be found in 
the eventual settlement. Taking all the countries concerned, and 
including the sums proposed for France, we find that the total re. 
mittances to the United States on debt account will be, in round 
numbers, 210 millions a year during the first five-year period, and 
250 millions for the second quinquennium; then about 350 millions 
for forty-five years thereafter; and finally something more than 400 
millions for the last decade of the long-drawn-out process. The end 
is to be reached in 1984 for Great Britain, and in the years im- 
mediately following for the other countries. 

I remarked at the outset that thesums involved are huge—totalling 
no less than nine billions. But this total stands only for the book 
amount of the loans as made by us during the two short years of the 
war period. What it stands for in other terms than book account— 
what was really handed over by us to our allies when the loans were 
made and recorded—will be indicated presently. While it behooves 
us to understand and remember just how things then took their 
course, this aspect of the case does not bear on the point to which 
I would at present direct the reader’s attention. What is now to 
be noted is the obvious contrast between the huge lump sum and the 
comparatively small annual payments, and the perhaps less obvious 
fact that this series of moderate annual payments is the one real 
thing coming back to the United States. 

The annual payments alone have concrete importance. True, an 
actuary can calculate how much they represent, from his point of 
view, as an equivalent capital sum. According as he figures on a 
3 per cent interest basis, or on one of 3% per cent or 4 per cent, he 
will tell you that so many billions—more or less as the assumed 
percentage rate is lower or higher—may be reckoned as the “ present 
value”’ of what is coming back; and he will tell you, too, how much 
may be regarded as repayment of principal, how much as interest on 
deferred payments. But such figuring has no significance for the 
realities of the case. It may serve to allay hostility or criticism and 
make a good “talking point” before Congressional committees and 
chambers of commerce. But it is hardly more than a pretty mathe- 
matical game—attractive to the mathematically-minded, impressive 
and puzzling to those not so minded. What is really to happen, what 
signifies for us and for the other peoples, is the series of annual 
payments 
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What, now, about the amount of those annual payments and their 
importance to us? 

Consider them in their proportion to other items, to other related 
things. Two, three, four hundred millions make impressive sums. 
But what do they signify in comparison, for example, with the total 
income of the people of the United States? Our total national in- 
come for 1925 is supposed to amount to 90,000 millions. This is a 
stupendous sum. I will not vouch for its precise accuracy. The 
total of our income may be something more, something less. My 
statistical friends believe the figure to be within 10 per cent of the 
truth; and for the present purpose that degree of accuracy is all that 
is needed. Compare with this total the 200 millions odd which 
we are to receive from the Europeans in the next year or two. They 
come to about one quarter of one per cent of our national income. 
It is as if, having one hundred dollars to receive, we were to get 
twenty-five cents in addition—a negligible supplement. No doubt 
the payments are to increase, and in a few years will be doubled. 
But our national income will also increase; and, at anything like the 
rate of advance we have had in the last five years, that too will be 
doubled in ten years or so. As elements in our total annual resources, 
the payments will always be trivial. On the other hand, they will 
be no small items for the repaying countries, their national incomes 
being so much below ours in money values—only half as much per 
head for the more prosperous of them, hardly one quarter as much 
for the less prosperous. And this discrepancy will become greater as 
time goes on. The growing remittances will become more and 
more onerous for them, since their national incomes, even though 
they may not stand still, cannot grow at the phenomenal rate which 
is ours and seems likely to remain ours. 

Look at it in another way. These sums will go into the Federal 
treasury, and will be entered in the Government’s budget. They 
may be directed either to lowering taxes or to reducing our national 
debt. The revenue of the Federal Government now amounts, in 
round numbers, to four billions a year. The debt receipt amounts for 
the present to 200 millions, more or less—say 5 per cent of the gov- 
ernment revenue, possibly 6. It happens that for the last fiscal year 
the Government came out, quite unexpectedly, with a surplus 
substantially larger—some 300 millions; and we are at odds with 
each other about its disposition. Nor does it matter much what we 
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do with it. As regards reduction of our national debt, we are re. 
peating the course of events which followed the Civil War of 1861- 
65. Then, as now, we began to pay off a great debt with speed and 
with ease; and now, as then, we are in a fair way to get rid of it in 
a decade or two. This unexampled procedure—no other country 
has ever handled a public debt in this way—is due in but small degree, 
for either period, to surpassing financial leadership. It is the result 
of the growth of this industrial giant of ours; of an abounding and 
increasing prosperity, which gives us in many a way occasion to 
pause, to reflect, to consider what we shall do with our abundance of 
material things. 

Consider, finally, what the repayments amount to in their possible 
effects on our foreign trade. What kind of effect they will have I 
shall presently indicate; here my question is, how great an effect? 
It happens that our imports—it is these which will be primarily 
affected—at present amount to about the same sum as our Federal 
revenue—roughly four billions a year. The debt repayments will 
again be 5 or 6 per cent of this sum total. Now the imports fluctuate 
from year to year by many hundreds of millions—by much more 
than 5 percenta year. These fluctuations trouble us not at all. The 
business world hardly knows that they take place, and the public 
at large knows not and cares not, nor has it any reason for knowing 
or caring. 

To sum up, the impressiveness of the figures when stated in 
suppositious capital sums is misleading. What actually comes to us 
—namely, the annual payment—is little as compared with the 
national income, with the Federal Government revenue, with the 
country’s foreign trade. If we get these receipts we shall not be 
made rich. If we do not get them we shall not be ruined. 


II 


So much as to the magnitude and proportions of the facts of the 
case. I turn now to their meaning for us. Two questions arise. 
So far as all this payment goes, be it great or small, is it to our ad- 
vantage or is it not? The second question is different: not whether 
the payment is to our advantage, but whether it is right that we 
should receive it. There is an economic question, and behind that 
there is a question of justice. I say justice. Perhaps it would be 
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better to say chivalry, or even long-run expediency—at all events 
something other than the bare matter of measurable gain or loss. 

As regards the immediate economic aspects of the case, the under- 
lying fact is that payment must come to us in goods. Of course the 
debt settlements are in terms of dollars, and we have to reckon in 
dollars. But it is the merest commonplace in economics that pay- 
ment cannot come in cash, or that but the merest fraction can so 
come. If it did come to us in cash—that is, in gold—we should be 
embarrassed to know what to do with the money. Our Federal bank- 
ing system already has more gold in its reserve than it knows how 
to use with advantage. But, to repeat, it is through goods, not 
in money, that we must expect the remittances to be made. Our im- 
ports will become larger or will be made larger than they otherwise 
would have been. The increase will not be great relatively to the 
total volume of our foreign trade, as was just explained. But some- 
what larger the imports will be. More goods will come in from a- 
broad, and this is the way in which we shall really be paid. 

No doubt the inflow of the additional imports of goods will be 
staved off for a time by loans, such as we have been making to for- 
eigners in these post-war years. We used to be borrowers from Eu- 
rope; now we are lenders to all the world. Like so many other 
things, our international credit position is being turned topsy-turvy. 
These lending operations of ours are not likely to cease, though they 
may not continue indefinitely at the pace of recent years. They 
bring possibilities of postponements of the rise in imports, of tem- 
porary overlappings and adjustments, by which our foreign trade 
for the next few years will be affected in ways not easy of prediction. 
These minutie are interesting and sometimes perplexing to the 
economist and the financier, but do not affect the outstanding fact: 
it is in goods that we must take payment. 

The goods, however, will not necessarily come in from the coun- 
ties which have to make the payments. They will probably come 
by indirect ways from other countries. English people will not sell 
us many English goods direct. They will send their goods to other 
countries—the Orient, South America, Australia. We shall then 
buy goods in those countries, and shall be able to pay for their goods 
by utilizing the debt remittances to our Government. This sort of 
indirect trade is going on all the time. Our imports now consist 
chiefly of raw materials and tropical commodities, most of which 
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come in free of duty. It is imports of this very class that are likely 
to be swelled in consequence of the debt payments. We shall get 
more tea, coffee, raw silk, wool, jute, rubber, and the like. 

No doubt the whole of the additional imports ascribable to the 
debt payments will not be accounted for in this way. Some share 
will come to us in the form of manufactured goods sent directly 
from England, France, and Germany. Certain lines of American 
industry will experience additional competition from their European 
rivals. Consequences of this sort, even though less in quantitative 
importance than is commonly supposed, must be faced as a probable 
result of the debt payments. So far as this direct inflow of goods 
from Europe takes place, it raises the question whether added com- 
petition from abroad is on the whole a good thing for a country or 
a bad thing. The answer to that question depends upon one’s entire 
attitude with regard to foreign trade and the maintenance of a 
system of very high protection—a much larger topic than I can go 
into on this occasion. I will merely remark that in my judgment the 
consequences do not all run one way. In the main they will not be 
harmful to us, in some part they will be. But in any event they will 
not be of great moment. 

I may remark, in passing, that the free traders and tariff reformers 
are disposed to exaggerate the importance of this particular matter 
for the problems which interest them. They urge that, since pay- 
ment must be made in goods, we must make it possible to receive 
the goods; whereas, by imposing tariff barriers, we make it impos- 
sible to receive them. A necessary corollary of the debt payments, 
in their view, is a lowering of our customs duties. Not quite so, 
for the reason just adduced. True, our high duties do make it some- 

what harder to send in the goods directly from the remitting coun- 
tries, and in so far impede the process of payment. I am entirely in 
sympathy with the movement for cutting down our high protective 
duties; and am willing to admit, too, that there is an obvious and 
indeed amusing inconsistency in our policies. We cannot insist on 
the debt payments and at the same time keep out European manu- 
facturers from our own markets and also boost our own exports of 
similar manufacturers to their outlying markets. But it is all a 
question of more or less, and rather less than more. Some special 
kinds of goods have always been coming in from European countries. 
Probably more of these quasi-specialties will be sent us. The main 
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inflow will be of the so-called non-competitive articles—tropical 
products, raw materials, and the like. The staunch protectionists 
can hold to their policy, if they will, and yet not be seriously troubled 
by the consequences of the debt payments. 

There is, however, another aspect of the process of payment in 
goods which must make us pause. We have to remember that from 
this point of view there is a contrast with the past—a resemblance 
in one way, but a disquieting contrast in another. When we made 
the loans to the Allies in 1917-19, we handed over to them not cash, 
but goods. This is the resemblance: our loans were made in goods, 
just as the repayments are to be made in goods. But now the con- 
trast. We charged high prices for the goods that we sent out in 
1917-19. “‘Charged”’: this is a misleading term. No one deliber- 
ately charged high. But the plain fact is that the circumstances of 
those years were such that the goods which the Allies got from us 
—the only things they received—were debited to them at very high 
rates. While we put vast dollar funds at their disposal, they got 
few goods per dollar. Now the price situation is quite otherwise; 
and it will be otherwise, so far as we can foresee, for many years to 
come. Prices have gone down to two-thirds of what they were when 
the loans were made. Our debtors, to make up the same dollar 
values, must send us 50 per cent more of goods than they received 
—one half as much again. We are profiting as a people by the re- 
vulsion in prices since the great upheaval; not deliberately or in- 


tentionally, but profiting we are. 


IT! 


So much about the bare economic aspects, on which I feel qualified 
to speak with some assurance. I turn now to the other aspect of 
the problem, on which my qualifications cannot be those of the 
specialist. What can be said of the equities of the case? 

First note that we—that is, the constituted authorities—have 
modified our position within the last few years. 

When Congress in 1922 passed the first act for regulating the 
debt payments, it was provided that the commission then established 
for arranging the settlements should accept nothing but payment in 
full. The principle on which Congress legislated was that a debt is 
a debt, and that a debt should be paid. The letter of the contract 
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should prevail. And this principle was virtually followed in the extend 
settlement with Great Britain. Virtually; it was not followed with. | {ore!8* 
out some slight qualification. The total payments made by Great would 
Britain can be figured out to be something less than the face value of Were 
the debt owed to us by Great Britain. But the deficiency is slight, loans? 
To all intents and purposes it may be said that Great Britain met | P@5% 
us On our own ground. Since the United States took the view that | eS! 
this was a plain and simple debt, Great Britain, in a period of acute for m 
depression in her industries, of painful recovery from enormous stand 
losses, of sad uncertainty about the future, conformed to the letter our P 
of the law as laid down by the United States. No complaint, no at th 
arguing; if you will have it so, let it be so. becat 
When it comes to the other countries, however, our procedure has Dout 
been different. With Belgium, Italy, France, not to mention the _ 
smaller countries, we have dealt in quite another spirit. With them with 
we have regarded what is called their capacity to pay. Ordinarily, Ce 
when one deals with a debtor and proceeds on the basis of the letter be - 
of the law, one does not regard his capacity to pay. Or it is regarded inter 
only if he is bankrupt and the creditor is in the position of simply aw 
taking what is left of his assets. We have not acted in this way ordit 
with Belgium, Italy, France. We acceded to a compromise—even wer 
proposed it. With all these countries the compromise means, what- =y 
ever be the actuarial method of computation, that we are accepting bid 
very much less than the amount of our loans. Congress has ratified hest 
the compromises (all except that with France, still to be ratified by = 
France herself). Thereby it would seem that Congress has come to % é 
a state of mind not the same as that which prevailed when the orig- = 
inal debt settlement act of 1922 was passed. wee 
This acceptance of something other than the letter of the law would bus 
seem to carry with it an admission that, after all, the principles of = 
settlement are not easy to define. Shall we treat these obligations as I 
plain ordinary debts, to be collected in the same way and in the we 
same spirit as debts between man and man, and have no regard for - 
past community of spirit, for good relations in the future, for things fro 
other than the bare face of the contract? We are often told that it is - 
healthy for people to pay their debts; nay, it is to their own advan- te 
tage, if they wish to keep their credit good and perhaps borrow again or’ 
another time. So it is, no doubt, in the ordinary transactions of = 


trade. It is so, too, as regards those international loans which are 
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extended by individuals (banking houses and their customers) to 
foreign governments. Otherwise the fountains of business credit 
would be dried up. But were our loans to the Allies of this character? 
Were we moved by any such considerations as apply to ordinary 
loans? And were the Allies, on their part? Let us not forget the 
past, the very recent past. Surely we made these loans not as in- 
yestors, in the way of a bargaining contract, but as peoples to peoples 
for mutual aid. We thought it our duty, and our interest also, to 
stand with the Allies in the dreadful struggle. For the first year of 
our participation the only effective thing we could do was to put 
at their disposal our supplies of goods. The form of loan was chosen 
because it was the easiest and quickest way to get the thing done. 
Doubtless in the rush and pressure of the crisis no deliberate choice 
was made. It was alla matter of getting things done. And so it was 
with the Allies. Loans if you will; anything that brings instant help. 

Consider the loans for a moment, as it has been urged they should 
be considered, from the point of view of the debtor’s own ultimate 
interest. Let him repay for his own good, we are told; if he repays 
now he will be able to borrow another time. Quite true as regards 
ordinary business operations. But in the stress and ferment of war 
is any such reflection or reckoning ever made by either party? Does 
anyone suppose that, if another such conflict should come (God for- 
bid!) and if we were again compelled to align ourselves, we should 
hesitate to do anything and everything that might help the cause 
we deemed right; that we should debate whether to lend or not lend, 
to give or not give, to go ahead or to dicker, because once upon a 
time, in the forgotten past, another loan had been made, also in agreat 
war, and had not been treated either by us or by our associates as a 
business contract? It is in no such spirit as this that individuals or 
peoples deal with each other when war comes on. 

Reasoning and cold-blooded calculation, however, help little on the 
aspect of the case we are now considering—the equities. We get 
scant aid from any analysis of the bases of contractual obligations, 
from historical precedent, from economic lessons. The matter 
reaches into higher realms. However we deceive ourselves by focus- 
ing attention on the measurable gain or loss, whether for ourselves 
orfor ourallies, we cannot but be movedat bottom by conscience—by 
sentiment if you please. My own conscience is not easy. My sense 
of self-respect as an American is not happy. I find myself admiring 
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the attitude of Great Britain and not entirely admiring our own 
attitude. For many, many dreadful months we were unable to aid 
our allies with anything except money and loans. We did this cheer. 
fully. Surely we then had no thought of being engaged in purely 
commercial transactions. We gloried in being a rich and powerful 
country, and thereby in a position to aid our almost exhausted allies 
and friends. Has that spirit entirely disappeared? 

Let it not be forgotten that Great Britain also made great loans to 
her allies—our allies; and that she is dealing with her debtors in quite 
a different way from ours. She lent almost identically as much to 
France as we did—something over three billions of dollars. She 
lent much more to Italy than we did: three billions, as against half 
as much by ourselves. She has come to settlements with them 
similar in plan to ours (payments spread over a long series of years), 
But there is a marked difference in degree, and a difference even 
more marked in spirit. She too is willing to accept annual install- 
ments; but the sums are very much less than those we call for. They 
are not half so much from France, barely a quarter as much from 
Italy. And—what is more on my conscience—she agrees to reduce 
these payments exactly in the proportion in which her own payments 
to us may be reduced. If we cut down, she will also cut down to the 
same extent. Early in the post-war negotiations she announced that 
she would proceed on this basis; and thus she is still ready to proceed. 

One’s attitude on the whole question is necessarily influenced by 
one’s hopes or fears, confidence or despair, about the post-war situa- 
tion. Did we really do well to enter on the war? Are we quite 
disillusioned about the consequences? Does the future still seem as 
dark and uncertain as it did three or four years ago? He who believes 
it was all in vain, that the world was bad and still is as bad as before, 
will acquiesce in turning our backs on the old allies. He will be 
disposed to deal with them at arm’s length, collect what can be col- 
lected, disregard their plight, disregard, too, any feelings they may 
have about us. But he who believes that good is stirring, and that 


the world may be starting on better ways; that something is due from 


us toimprove on the bad past—he will ask himself how this problem 
can be dealt with so as to promote the good that stirs and foster be- 
tween nations a spirit of mutual help. 

I have no proposal to submit. The time is not ripe for conferences, 
negotiations, revisions. We in the United States have not rid our- 
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selves of the lamentable partisan divisions and entanglements which 
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> aid followed the war. At the present juncture, too, political and eco- 

leer- nomic conditions in theagricultural regions of the Mid-West arenot 

rely conducive to a re-reckoning. Things will run their present course | 

erful for a while, and the debt remittances will continue to come to us. 

llies None the less we may pause and reflect, give time for the internal i 
dissensions of the moment to die out, bethink ourselves soberly what ! 

Ss to we may wish to do in the end. 

uite Sooner or later we shall have occasion to reconsider. The time 

1 to may come shortly. The factor in the case which is most likely to Hi 

She lead to reconsideration is the progress of the German reparations 

aalf payments. These payments, under the Dawes Plan, are rapidly ap- 

em proaching their maximum. By 1929 they will reach the highest sum Hi 

rs). which Germany is called upon to produce—namely, the sum of 625 i! i 

yen million dollars a year. Without entering into any detailed discussion ie 

all- of the reparations programme, or of the difficulties which it may Hl 2 

ey encounter, we must face the possibility—nay, the probability—that | 

om when the German obligations thus reach a head, and when the actual 

ce transfer of the large sums to the Allies needs to be contrived year 

its after year, a new stage will be entered on. A revision of the whole 

he international situation will then be on the cards. Hazardous though | 

at it is to make prediction, I believe that before many years—perhaps el 

d. within a few—some arrangement for a single great lump-sum pay- a 

y ment by Germany will be brought forward. The whole of this series 34 

am 


of long-drawn-out international remittances, stretching over half a 
century and more, between ourselves and the Allies, between the 
Allies, and between Germany and the Allies, will then present itself 
in a new light. 

For our part, are we resolved to insist unrelentingly on what the 
settlements now prescribe for the long period of sixty-two years? 
The war soon will cease to mean anything for our daily doings. The 
material sacrifices to which it led have been almost forgotten; within 
a decade or so the last remembrance of them, in the way of taxes 
and budget burdens, will have disappeared. To the younger genera- 
tion it is already a matter of the dim past. 

Can we think it probable that these long-strung payments will 
continue to have any meaning to the peoples involved, other than 
that they are a burden to one side and a dubious benefit to the 
other? Later generations will regard the question of fitness and jus- 
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tice from their own point of view. Will our people then believe the 
debt payments to be just? We are rich, and we are rapidly getting 
richer. Prosperous beyond anything hitherto imagined in the his. 
tory of mankind, we now are preparing to receive, through half a 
century and more, payments from peoples much less prosperous, 
These annual streams of goods, legacies of a great historic disaster, 
will then be related to no services of ours, to no discernible obliga- 
tions of theirs. They may be reminders of a high past, but may 
also be evidence of an unworthy present. 

If the rest of the world wishes to sweep away the wreckage of the 
past, clear the decks, and start fresh and unencumbered, shall we 
remain aloof? I can feel no elevation of spirit, no pride in the position 
we are now taking. When the day for a new alignment comes, how 
shall America take her stand? 
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THE ECONOMIC VALUE OF THE MANDATED 
TERRITORIES IN RELATION TO INTERALLIED DEBTS 


BY EDWARD MEAD EARLE, PH.D. 


Associate Professor of History, Columbia University 


There has been much loose talk concerning the value to the Allies 
of the former German colonies and of certain Ottoman territories 
allotted to the victors as mandates under the League of Nations. 
During the ‘‘ Khaki Election” of 1918 in England supporters of a 
punitive peace openly boasted that the costs of the war would be 
defrayed by stripping Germany of her overseas possessions and by 
dismembering the Turkish empire. Optimistic politicians and 
publicists indicated that Mesopotamia alone would repair much of 
the economic waste of the Great War to the British Empire. More 
recently, in the United States, it has been maintained that the 
colonial acquisitions of the Allied Powers under the terms of the 
Peace of Paris have been such as to deprive them of any claim to 
considerate treatment by the United States in the matter of the 
interallied debt settlements. The United States, it is argued, hav- 
ing possessed no territorial ambitions during the war and having 
received no territorial compensations from the peace might logically 
enough expect full compensation from those who divided among 
themselves the spoils of war.1 Advocates of a revision of the debt 
settlements, however, point out that the United States considered 
territorial acquisitions as in every sense a liability rather than an 
asset. Had the United States desired at Paris any share in the 
former German or Ottoman Empires, it doubtless could have had 
such a share for the asking; on the contrary, we rejected participa- 
tion in the mandatory system by refusing to assume the responsi- 
bilities inherent in standing sponsor for the infant Armenian Re- 
public. It cannot be denied, of course, that the several Allied Powers 
had, or imagined that they had, important interests—economic and 
otherwise—in the territories separated by the Peace of Paris from 
Germany and Turkey. An analysis of their experiences in the 


1For a typical statement in support | of this contention see Frederick Bausman, Facing 
Europe (New York, 1926), Chapter II, ‘‘What Our Partners Seized.” 
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mandated territories, however, will demonstrate that the path of 
the victors has not been strewn with roses. The balance sheets 
indicate heavy liabilities, and the assets are not what they were 
anticipated to be in the enthusiasm of post-armistice days. Wel] 
might the signatories of the Columbia debt manifesto reaffirm their 
contention that ‘no sober-minded economist would think of claim. 
ing that the gains of the Allies would offset more than a fraction of 
their losses, or that should we cancel all the debts due us their eco- 
nomic position would be raised to anything approaching ours,’’? 
There are certain imponderables in evaluating the worth of the 
mandated territories. For example, there is the question of the ac- 
quisition of regions of great strategic importance. Clearly, the de- 
fence of the Suez Canal has been simplified for the British Empire 
by the possession of the Palestinian mandate. British control of 
Iraq removes the alleged menace, of long standing, that some power 
would seek to establish military bases in the Persian Gulf and thus 
menace communication with India. The Pacific Islands possess 
advantages as regards naval control and cable communications in the 
Far East. It would obviously be difficult, if not impossible, how- 
ever, to place a dollar value upon these assets of a strategic character. 
It must be kept in mind 2s well that each of these territories, while 
in itself of military or nave: advantage to the Allies, constitutes 
nevertheless an exposed position in turn to be defended. And it may 
well prove to be the fact that ine cost of defence will outweight any 
commercial advantages to be derived from the mandate. Indeed, 
in certain cases it already has been demonstrated that the mainte- 
nance of troops will for some time be a serious drain upon the manda- 
tory power. In Syria the military cost to date has mounted into 
billions of francs and has mortgaged any pecuniary advantage to 
France for years to come. 

The economic value of the mandated territories to the Allies may 
be analyzed from the following points of view: commercial, revealed 
by an examination of trade statistics; financial, portrayed by an 
analysis of the budgets of the mandates and of the grants-in-aid by 
the mandatory powers; potential, measured by a forecast of the 
value of the several territories as producers of raw materials, markets 
for manufactured goods, and opportunities for the investment of 
surplus capital. 

2See pages 7-15 for full text of this statement. 
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As to the commercial value of the mandated territories to the 
Allies, it might be advisable, first, to consider the pre-war trade of 
the former German colonies, now constituting the Class B and Class 
C mandates under the League of Nations. In 1912 the total foreign 
trade of the German colonies was valued at 263,400,000 marks, of 
which considerably less than half, 107,400,000 marks, was with 
Germany.* By taking over the German territories in Africa and in 
the Pacific, the Allies at best could only hope to displace this German 
trade with trade of their own nationals; assuming no striking ex- 
pansion in the commerce with these regions, the additions to the 
import and export trade of the Allies would be in the neighborhood 
of twenty millions of dollars a year. The profits on this interchange 
of commodities would be an insignificant contribution to the costs 
of the war, even if they had not been offset by the expenses of civil 
and military administration. The statistics for the mandated terri- 
tories in Africa indicate no material increase in foreign trade since 
the war; likewise they reveal the interesting fact that the former 
German trade has not been altogether eliminated—in Tanganyika, 
for example, more than ten per cent of all imports in 1925 came from 
Germany.‘ In addition to losses of trade which were suffered by 
the Germans as a result of the loss of thein colonies, there was a sum 
of over five hundred million marks invusted by German firms in the 
African and Pacific territories (1913): which was liquidated by the 
Allied Powers. This is a sizable sum; whith unquestionably should 
be taken into account in any reexamination of comparative gains 
and losses as a result of the war. 

It may be asked whether the post-war trade with the B and C man- 
dates, however unimportant in amount, may not be of vital impor- 
tance because of the raw materials supplied from these territories to 
the Allied Powers. For example, the Island of Nauru, under mandate 
to the British Empire, exported in 1923 more than 270,000 tons of 
phosphates. About half of this total went to Australia, about ten 
per cent to New Zealand, and about five per cent to the United 
Kingdom. But Tunis, Algeria, and the United States continue to 

*The figures concerning pre-war German colonial trade are taken principally from the 
Deutsches Kolonial-Handbuch for 1913 and 1914 and from the Statistisches Jahrbuch fur das 
Deutsche Reich for the same years. Dr. Mary E. Townsend, of Columbia University, a 
specialist in German colonial history and in the African mandates, has been of great service 


to me in the preparation of this article in so far as it deals with the former German colonies 


in Africa. 
‘See the reports of the British and French governments to the League of Nations con- 
cerning the administration of the African mandates during the years 1924 and 1925. 
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be the principal sources of the British nitrates supply, whereas 
almost two-fifths of the phosphates supply of Nauru goes to countries 
outside the British Empire. The mandated territory of Tanganyika 
exported to Great Britain in 1923 some thirteen thousand tons of 
hemp, which was less than one-quarter of the amount imported by 
Great Britain from the Philippine Islands in the same year. Cotton 
is a commodity of which the Germans sedulously promoted the 
production in Africa before the war; yet in 1925 all the African colo- 
nies of the Great Powers (including the mandates, but excluding 
Egypt) produced only about a quarter of a million bales, as com- 
pared with 900,000 bales produced in South America and about 
sixteen million bales in the United States. The following table shows 
some of the principal raw materials and foodstuffs imported into the 
United Kingdom from the mandated territories, together with the 
total of such commodities imported for the year 19235: 


Commodity Exported from Total Imported Into 
British Mandates United Kingdom 


Grains 11,000 tons 5,000,000 tons 
Cocoa 6,000 tons 60,000 tons 
Coffee 4,000 tons 20,000 tons 
Raw cotton 1,600 tons 436,000 tons 
Ground nuts 16,000 tons 96,000 tons 
Palm kernels 700 tons 260,000 tons 
Copra 7,000 tons 86,000 tons 


When one turns from the former German colonies to the Near 
Eastern, or Class A, mandates, one finds no striking differences from 
the situation described above. In Syria, of a total import trade of 
almost eight hundred million [paper] francs in 1924 less than fifteen 
per cent was of French origin; France furnished less than 113 million 
francs worth of goods, compared with almost 140 millions for Great 
Britain, almost eighty millions each for Turkey and Italy, and about 
seventy millions each for Egypt and the United States. The export 
trade of Syria amounted in 1924 to 340 million francs; of this France 
received only 52 million francs, or about fifteen per cent, whereas 
Turkey, Palestine, Egypt, and Transjordan, neighbors of Syria, 
absorbed the great bulk of the trade. Silk is the only important 

5Compiled from various British official sources, particularly from reports on the ad- 
ministration of the mandates, Statistical Abstract for British Overseas Dominions and Pro- 
tectorates, 1909-1923, and publications of the Department of Overseas Trade. 
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raw material which France obtains from Syria. The export trade 
of Palestine is largely composed of melons, oranges, nuts, and soap, 
of which Egypt and Syria receive the vast majority; the British share 
is about one-third of the total. Only about one-seventh of Palestinian 
imports originate in the United Kingdom; of the total of seven and 
a third million pounds (Egyptian) Germany furnishes 12.5 per cent, 
Syria 14.5 per cent, the United States about ten per cent’. Great 
Britain controls a larger portion of the trade of Iraq (Mesopotamia), 
but this was likewise true before the war, when Iraq was politically 
a part of the Ottoman Empire. The total foreign commerce of 
Mesopotamia amounts to between twenty and twenty-four million 
pounds sterling annually, of which something less than one-third is 
with the United Kingdom. At the present no important raw mate- 
rials are produced in Iraq; dates constitute about half of all the 
exports, although during the past few years there has been a marked 
increase in the quantities of barley and wheat shipped to foreign 
countries. Surely there is nothing in the foregoing figures which 
indicates that profits derived from trade of the Class A mandates 
would repay the mandatory powers even the cost of conquering 
these territories from the Ottoman Empire. 

As an offset to trade gains of the Allies by reason of their acquisi- 
tion of the mandated territories one must consider the financial cost 
of administering these regions. In Syria, the French have been 
obliged to maintain a military establishment of from twenty to 
seventy thousand men; the military expenses of France in Syria for 
the years 1919 to 1925 were more than two and a half billion francs. 
The total cost of the Syrian mandate to the French people has been 
well in excess of three billions of francs.* In Palestine and Trans- 
jordan the British have had a less difficult task, but here again there 
have been heavy military and administrative expenses. If one 
examines the budget of Palestine, he will find that the mandate 

*The foregoing statistics concerning Syria are derived principally from the Commerce 
Year Book for 1925 (published by the Bureau of Foreign and Domestic Commerce at Wash- 
ington), the Annuaire Generale for 1926, and the reports on Syrian trade issued for 1922, 
1923, and 1926 by the Department of Overseas Trade at London. Mr. Kenneth P. Kirk- 
wood, of Columbia University, has been of great assistance in the collection and compilation 
of statistical data concerning the Near Eastern mandates. 

Concerning Palestine see the Colonial Office report No. 15 (1925), No. 20 (1926); 
Statistical Abstract of the Board of Trade, Cmd. 1738 (1926); Philip Graves, Palestine, 
Land of Three Faiths (New York, 1924). 

8 Statistical Abstract of the Board of Trade, 1926. 

*Annual Rapport sur la situation de la Syrie et du Liban, published by the Ministry of 
Foreign Affairs in Paris; L’Asie Francaise; 1922 to 1926, passim; see also P. T. Moon, 


Imperialism and World Politics (New York, 1926), pp. 489-492. The figures here given 
are, of course, in paper francs, 
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appears to be paying its own way. Actually, however, it has been 
necessary for Great Britain to arrange and guarantee a loan of four 
and a half million pounds to provide for future extraordinary ex- 
penses. Furthermore, the British taxpayer is burdened with the 
support of British military forces at Jerusalem and elsewhere. The 
total cost of maintaining the British infantry, air forces, and con- 
stabulary in Palestine in 1924 was about seven hundred thousand 
pounds; a portion of this sum was charged against the revenues of 
Palestine, but the balance has to be provided by grants-in-aid from 
the British Treasury. Such grants-in-aid up to March, 1925, were 
in excess of a million and a quarter pounds. Subsidies to the govern- 
ment of Transjordan from 1921 to 1925 amounted to more than 
half a million pounds sterling.” For Iraq the bill presented annually 
to the Parliament at Westminster has been even heavier—in fact, 
comparable in sum total to the French expenditures in Syria, ex- 
cept that a smaller proportion has been devoted to military purposes. 
From April, 1920, to March, 1926, the British taxpayer has contrib- 
uted more than seventy-seven and a half million pounds sterling 
to the maintenance of the mandate in Iraq—that is, more than three 
hundred and eighty million, dollars, which in all probability cannot 
be recovered even in small part. And this does not include the full 
cost of the Royal Air Force in Iraq, on the theory that, like the Brit- 
ish Mediterranean fleet, it is devoted to the defence of all British 
interests in the Near and Middle East." Neither does it include 
the subsidies paid to various Arab potentates for the general pres- 
ervation of peace throughout the region." 

And the cost of maintaining the mandates has not been in money 
alone. From 1919 to December, 1925, the French lost seven thousand 
men killed as a result of military operations in Syria, and the Druse 
rebellion was not suppressed until some six or seven months later. 
It took ninety thousand British and Indian troops to suppress the 
insurrection of 1920 in Iraq; in the fighting between July and Octo- 
ber of that year almost nine hundred men were killed and over 
twelve hundred were wounded from among the British forces.” 

10 Report of the High Commissioner on the Administration of Palestine and Transjordan, 
Colonial No. 12 (1925) and No. 20 (1926); The Times (London), August 8, 1925. 

ul Daily Mail Year Book, 1927; Reports of His Britannic Majesty's Government on Admin- 
istration of Irag; The Times, September 30, 1925. 

12 See an anonymous article “* Downing Street and Arab Potentates,” in Foreign Affairs 
(New York), Volume V (1927), pp. 233-240. 


8 L’Asie Francaise, January, 1926; J. de V. Loder The Truth About Mesopotamia, Pales- 
tine and Syria (London, 1923), pp. 93-95. 
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No economic value can be placed upon the lives thus lost in the task 
of “pacification”’ of these former Ottoman territories, but it will 
be agreed by all impartial observers, under the circumstances, that 
the mandates in the Near East have been expensive, whatever the 
valuation placed upon human life." 

Iraq may be taken as a fair example of the wide discrepancy which 
exists between the reputed economic resources of the mandated 
territories—the vast potential wealth which they represent in the 
popular mind—and the extent to which these resources actually 
have been capitalized by the mandatory powers. Mesopotamia is 
supposed to be flowing with oil—enough to supply the British navy, 
with quantities to spare. If such be the case, it is all to be demon- 
strated in the future, for as yet only negligible quantities of oil have 
been taken out of the ground since the British occupied northern 
Iraq in November, 1918. A British financial mission to Iraq in 1925 
had this to say concerning the petroleum situation: 


“We find that considerable expectations have been raised of 
additional revenue arising from two concessions recently 
granted, the Turkish Petroleum Company’s concession and the 
Asfar concession in connection with irrigation and cotton- 
growing projects. We hope that Iraq may in the future derive a 
large revenue from oil; but it would be rash to regard it as a 
certainty. The operations of the Turkish Petroleum Company 
must remain practically at a standstill until the determination of 
the northern frontier.» Thereafter there must be long-con- 
tinued prospecting, and if the results of prospecting justify it, 
the construction of a pipe line [of over six hundred miles] to 
the Mediterranean. We do not anticipate that the Iraq Treas- 
ury will receive any appreciable revenue from the Turkish 
Petroleum Company’s operations for another seven years, 
and we have therefore left them out of consideration.’ 


It must likewise be remembered in this connection that the Turk- 
ish Petroleum Company, which possesses the concession for oil- 
prospecting in the Mosul area, is obligated to deliver to American 
and French companies half of all the crude oil taken out of the ground 
in Iraq—twenty-five per cent to a syndicate of sixty-seven French 


14 Although not all the casualties were among French and English boys—a high percent- 
age, in fact, was among colonials—the losses were a sad tragedy to the families concerned 
and a serious depletion of man power to their respective nations. 

18 The reference is to the Turco-Iraq boundary dispute concerning Mosul, subsequently 
settled by a League of Nations award and by friendly agreement between Great Britain 
and Turkey, 1926. 

8 Report of the Financial Mission to the Government of Irag (The Young-Vernon Mission), 
Cmd, 2438 (1925). 
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companies, and twenty-five per cent to seven American companies 
associated in the enterprise. Furthermore, the monopolistic priv- 
ileges claimed by the Turkish Petroleum Company have been 
surrendered in favor of an arrangement which is more consistent 
with the principle of the economic open door.'” In short, it is un- 
known just how much oil there is to be had in Mesopotamia; and of 
the oil which actually materializes, the mandatory power is to re- 
ceive only half. This is far from coinciding with the popular con- 
ception that the entire British war debt could be liquidated from 
profits of the Mosul oil fields. However much oil there may be in 
Iraq, the British share will doubtless prove to be, in the words of 
Lord Grey, ‘‘the most expensive oil that any country has ever pur- 
chased. ’’!7* 

Cotton is another commodity which Great Britain is said to be 
seeking in Mesopotamia—perhaps in sufficient quantities to emanci- 
pate Lancashire from dependence upon the United States. It is 
true that long before the war German economists looked longingly 
in the direction of Mesopotamia as a possible source of cotton supply. 
It is likewise true that just before the war British agricultural ex- 
perts conducted there experiments with the Egyptian plant which 
indicated that Iraq was capable of growing cotton the equal of the 
best. During and since the war these experiments have been con- 
tinued, and two British corporations, the Diala Cotton Plantations 
and the Eastern Irrigation, Ltd., have been awarded concessions— 
the former the so-called Asfar concession—by the government of 
Iraq for the development of cotton. culture in that country. Actually, 
however, the total amount of land under cotton cultivation in Iraq 
in 1925 was only six hundred acres, and the prospect is not bright 
that the area will be materially increased in the near future. In 
any case, tens of thousands of pounds will have to be invested in 
irrigation works, and still additional tens of thousands of pounds 
will have to be sunk in rail and motor routes, before Mesopotamian 
cotton can be produced on a large scale. And even then, with the 
prevailing disturbances in the world cotton market, there is grave 
doubt whether it can be produced profitably."* 

17 See E. M. Earle, “‘The Turkish Petroleum Company”, in the Political Science Quar- 
terly, Volume XXXIX (1924), pp. 265-279; “American Oil Interests in Mesopotamia," 
Foreign Policy Association Information Service, Volume II, No. 6. 

“aCited in John Ise, The United States Oil Policy (New Haven, 1926), 


- 477. 
pm report of the Young-Vernon Mission previously cited. Also The Times April 1 and 
aI, 1926, 
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Comparatively little space has been devoted here to the poten- 
tialities of the former German colonies in Africa. This negligence 
has been purposeful. The resources of the Class B and Class C 
mandates in Africa doubtless are considerable. (The Germans be- 
fore the war, however, considered them far from adequate for the 
needs of a great industrial power). But their ultimate contributions 
to the wealth of our late Allies must be determined in the future; 
they are not immediately estimable factors in so pressing a problem 
as the interallied debt and reparations. Furthermore, the resources 
of Africa must of necessity be common resources of mankind; they 
cannot be considered the exclusive preserve of the victorious powers 
of 1918. In the meantime, the cost of maintaining this vast empire 
in Africa may well offset most of the profit from the trade developed 
therein. These are questions for the future to determine. 

It must be constantly kept in mind that the mandates and their 
resources may not be disposed of at will. They are held in trust 
for the peoples of these backward countries and under mandate of 
the League of Nations. The principle of trusteeship involves res- 
ponsibilities to the native peoples, to the League, and to civilization 
at large.” Ultimately no mandatory power can disregard these 
responsibilities. 

The first limitations upon the rights of the mandatory powers are 
those specified in Article 22 of the Covenant of the League of Nations. 
The letter and spirit of the Covenant require that the mandated 
territories shall be administered under such conditions as will “secure 
equal opportunities for the trade and commerce of other Members of 
the League.’ In the case of the Class B mandates in Africa there 
was a prohibition upon the “military training of the natives for 
other than police purposes and the defence of the territory’’ and 
upon such abuses as “‘ the slave trade, the arms traffic, and the liquor 
traffic.” Clearly the mandatory power cannot consider the peoples 

WE. P. MacCallum and E. M. Earle, “‘Trusteeship or Exploitation? An Appraisal of 
the Near Eastern Mandates."’ In Asia, September 1926, pp. 792-798, 826-827. 

Although the passage within quotation marks appears only in the paragraph of the 
Covenant dealing with the Class B mandates, it has been the contention of the Govern- 
ment of the United States that it was intended to apply to the Class A mandates as well. 
See “Correspondence between His Majesty's Government and the United States Ambassa- 
dor respecting Economic Rights in Mandated Territories,” Parliamentary Papers, Cmd. 
675 (1921). See also W. R. Batsell, ‘‘The United States and the System of Mandates,” 
International Conciliation, No. 213, October, 1925. 

"France objected strenuously to the limitations upon military service for the natives; 
hence in the mandates for the Cameroons and Togoland an exception was made which 
peated service of native troops elsewhere than in defence of their own country. Actually, 
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ver, the French have not taken advantage of the provision, and have raised only about 
fifteen hundred native soldiers in the two territories. 
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and lands under their control as subject to their arbitrary will or as 
the objects of old-fashioned and ruthless economic exploitation, 
Other powers members of the League cannot be debarred from rea- 
sonable opportunity to participate in the commerce and in the 
economic development of the mandates. In short, the mandates, 
properly administered, will be outstanding instances of the ‘open 
door.’ Article 22 of the Covenant clearly limits the economic 
value to the Allies of the mandated territories, since they must share 
the trade and commerce of the regions with all states members of the 
League. 

A second limitation is that imposed by treaty between the man- 
datory powers and states outside the League of Nations. The 
United States, for example, contended that although it did not join 
the League, it participated with the Allies in a common victory and 
should be permitted to participate in the common fruits of victory, 
Hence the United States has negotiated with the several mandatory 
powers conventions which confer upon the United States and its 
nationals substantially all the rights and benefits secured under the 
mandates to members of the League of Nations and their nationals. 
And in certain cases special rights are assured to Americans—as in 
Syria and Palestine, for example, where the right has been retained 
to maintain schools and to conduct instruction in the English lan- 
guage. Here again are restrictions upon the economic prerogatives 
of the Allies within the mandated territories.” 

A third limitation is that imposed by agreement between the 
mandatory power and the mandated territory. This is illustrated 
in the relations between Great Britain and Iraq, by which the former 
agrees to terminate the mandate in a period of twenty-five years, or 
sooner should Iraq earlier qualify for admission to the League of 
Nations.2* Where a time limit is thus specified, the mandatory 

2For the text of Article 22 see The Treaties of Peace (2 volumes, the Carnegie Endowment 
for International Peace, 1924), Volume I, pp. 20-21. The provisions of the Covenant as 
regards the mandates were given effect in the terms of mandate drawn by each mandatory 
power and submitted to the Council of the League for approval. 

See Treaty Series of the United States for the following: Convention of December 3, 
1924, with Great Britain concerning Rights in Palestine (No. 728); conventions of February 
13, 1923, with France concerning Rights in the Cameroons and Togoland (Nos. 690 and 
691); convention of April 4, 1924, with France concerning Rights in Syria and Lebanon 
(No. 695); conventions of April 18, 1923, and January 21, 1924, with Belgium concerning 
Rights in East Africa (No. 704); conventions of February 10, 1925, with Great Britain 
concerning Rights in the Cameroons, East Africa, and Togoland (Nos. 743, 744, and 745). 
It is understood that a similar treaty is in process of negotiation with Great Britain con- 
cerning American interests in Iraq. 


“Treaty with King Feisal signed at Baghdad, 13th January, 1926,” Parliamentary 
Papers, Cmd, 2587 (1926). 


[52] 





tro’ 


to 
the 
dat 
for 
ute 
as{ 
int 
fin: 
Afi 
tio 
wil 
fac 


we 


tio 
the 
of 

pre 
no 
ser 
no 
rel 
lar 


to! 
ter 
tic 





coe <S -* & SS. 


225 


power may hesitate to undertake economic commitments which go 
beyond the date set for the termination of the mandate. The prac- 
tical effect of this limitation has yet to be demonstrated by ex- 
perience, but it is a most encouraging sign of the possibilities of the 
mandate system. Great Britain does not possess interminable con- 
trol over the economic resources of Mesopotamia. 

One final limitation should be noted upon the power of the Allies 
to utilize the mandated territories as means of partially liquidating 
their war debts. This limitation is the fact that certain of the man- 
dates have been assigned to the British Dominions. South Africa, 
for example, which holds the mandate for Southwest Africa, contrib- 
utes nothing directly to the treasury of Great Britain. In so far 
as she exploits the resources of Southwest Africa, it will be in her own 
interest not in the interest of the mother country. Hence none of the 
financial or economic profits of the administration of Southwest 
Africa will be available for the settlement of Anglo-American obliga- 
tions growing out of the Great War. To be sure, Southwest Africa 
will be part of the economic system of the British Empire, but that 
fact cannot be translated into terms of dollar credits. 

There can be no doubt that the mandates are areas of potential 
wealth, some of which will find its way into the public treasuries of 
the Allied Powers and more of which will be available to their na- 
tionals. But the mandates were not acquired without sacrifices— 
the loss of tens of thousands of lives and the expenditure of hundreds 
of millions of dollars, both in the processes of conquest and in the 
processes of pacification after the war. As has been shown, they are 
not even now an unmixed blessing to their trustees, for they present 
serious political, fiscal, and racial problems; they require defence 
not merely against external aggression but against disruptive and 
rebellious forces from within. Their economic resources, as yet 
largely undeveloped, cannot be discounted and converted into values 
available for the settlement of heavy international payments to the 
United States. They are not colonies in the ordinary sense of the 
word, and they cannot be readily exploited for predatory imperialist 
purposes. Where their administration has been unsatisfactory—as 
in Syria—they have incurred serious losses in prestige to the manda- 
tory power. Americans as a whole may ascribe to the mandated 
territories an economic value far in excess of reasonable expecta- 
tions. But where is the American who would accept any of the man- 
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dates as part payment of the outstanding obligations of the Allies 
to the United States? And why is there none such? Is it altogether 
because of the traditional American policy of isolation, or is it partly 
because of a realization that the mandates are and must for some 
time continue to be a serious drain upon any power which under- 
takes their administration? 
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LETTER TO THE PRESIDENT 


BY FREDERICK W. PEABODY 


Counsellor-at-Law, Ashburnham, Massachusetts 
Member of the Bar of New York, Massachusetts, California 


June 30, 1926. 
The President of the United States, Washington, D. C. 


Mr. PRESIDENT: 

There is no more firmly established right under the laws and cus- 
toms of the United States than that of a citizen, however humble, to 
petition the Government for the redress of a grievance. I am sucha 
citizen, American in every fibre and bone and drop of blood. For 
seven generations on my father’s side and for seven generations on 
my mother’s my ancestors have lived in America, a hundred and 
fifty years as American subjects of the British crown, a hundred and. 
fifty years as American Citizens. I am therefore qualified, am I not, 
to avail myself of the aforesaid right? 

My grievance is briefly stated. It is this: America is being sold, 
betrayed, dishonored. By its own Government, the Nation is being 
made odious in the estimation of mankind, the object of universal 
hatred as a merciless, money-grabbing extortioner. Availing itself 
of a pure technicality, the Government of the United States is ex- 
acting the payment of unthinkable sums of money from England, 
France, Belgium, and Italy for advances made to them upon our 
entrance of the late war and by our law declared to be “for the 
purpose of the more effectually providing for the national security and 
defence.’’ To enable “the Governments engaged in war with the 
enemies of the United States” to maintain their armies, to fight 
America’s battles until we could prepare armies to do our own fight- 
ing, to stand between us and Germany, we advanced our late asso- 
ciates something like ten billions of dollars. Every dollar of it was 
for our benefit, we so stated at the time, and now we demand its 
repayment with eleven billion dollars more for time in which to pay. 

Plainly expressed, my grievance is that the honor of my Country 
is being bartered for twenty-one billion dollars, and I address this 
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petition to my government for a redress of that grievance in the 
performance of the most solemn duty of American Citizenship— 
the preservation of the Nation from history’s brand of shame. 

Be patient with me, Mr. President, for I am a plain, blunt man, 
little skilled in the use of soft phrases. I can only speak right on, 
tell you that which you know full well, set forth the simple facts as 
they appear to simple men and bid them speak for me; but do not 
think that I stand-alone, a solitary voice crying in the wilderness, 
By my side is every American who loves his Country more than he 
loves money, is jealous of his Country’s reputation, holds his life of 
far less value than that most sacred of all things, his Country’s 
honor. And their name is legion. There are no hyphenates amongst 
them, no sympathizers with our late enemies. Aside from my own 
conviction, I know whereof I speak for I have on my desk assurance 
thereof from all parts of the Country. 

True, there are those who have said that I but waste my breath; 
that this Nation is a nation of Mammon worshippers, that gold is 
their god, that they have but one absorbing passion—to get all 
the money they can for the gratification of every selfish desire. 
If I did not, in the depths of my soul, believe that to be a lie, I should 
indeed know that I but waste my breath. 

Then, too, Mr. President, I have been told that you will not even 
read my petition. It may be so; but that does not discharge me from 
the obligation that presses upon my conscience and my heart. Others 
will read it, if you do not. 

The World War began on August Ist, 1914, and ended on Novem- 
ber 11th, 1918. For upwards of two years and a half it was waged 
without our participation. A hundred and more Americans were 
murdered by the Germans, when, without warning, they sank the 
Lusitania. We resented it only by diplomatic notes couched in 
respectful terms. America witnessed the brutal rape of Belgium, 
but heeded not her protest,—a failure on our part Theodore Roose- 
velt regarded ‘with horror.’”” Our Mother Country and France, 
our Saviour, were decimated by an unprovoked and ruthless Ger- 
many, and we remained ‘neutral even in thought.” During the 
period of our neutrality, our manufacturers furnished supplies to 
the combatants at exorbitant rates, our national wealth mounted 
by leaps and bounds and our labor received large increases of wage. 
The United States uttered no word of sympathy, by not so much as 
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a turn of the hand helped those whose cause we subsequently, by 
joining them, recognized as just. Our ultimate participation was 
inevitable; but nothing whatever was done to prepare for it and when 
our war declaration came in April, 1917, we were totally unready 
to put a man on the battle fields of France and it was more than a 
year thereafter before we had any share in the fighting. 

Upon our entrance of the war, it was perfectly plain to the Gov- 
ernment of the United States that, if we were not to be left to face 
Germany alone, our associates, Great Britain, France, Belgium and 
Italy must be maintained by us with all necessary supplies until we 
could join them in the field. The security and defence of the United 
States imperatively demanded it at whatever cost. The allies needed 
it for their own interest, of course; but they needed it before we went 
into the war and only got it when it would be of benefit to the United 
States, when it became a matter of necessity to us, a legitimate, an 
inevitable war measure. There can be no two opinions about this, 
for the Government of the United States so declared. 

In his Speech to Congress asking a declaration of war against 
Germany, the President definitely pledged ‘‘our lives and our for- 
tunes, everything we are and everything we have”’ to its prosecu- 
tion. He didn’t suggest loans for our defence to be repaid with 
interest. He committed America to the contribution of everything 
we had to the winning of the war, and Congress promptly proceeded 
to carry out his pledge. 

In little more than a week thereafter, Congress voted to make the 
war supplies that had accumulated in the Country available to the 
allies, as the law put it, ‘“‘to the Governments engaged in war with 
the enemies of the United States.’’ This act of the national legis- 
lature providing for the establishment of credits in favor of ‘‘the 
governments engaged in war with the enemies of the United States” 
opened with words that should be known to every citizen as well 
as they are known to you and to me. But for them, this petition 
would not be sent to you. These words (would that they might be 
blazed across the sky!) were: “ For the purpose of more effectually 
providing for the national security and defence and for prosecuting 
the war.” 

How could anything be plainer than that? The credits were estab- 
lished and some nine billions and a half of dollars were advanced 
to our associates in the war, solely and only the more effectually to 
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provide for the security and defence of the United States; in other 
words, to enable the war-weary allies to prosecute the war alone 
against the enemies of the United States until we could join them, 
and thus save us from having to fight Germany without allies, or 
crawl on our knees at her feet. 

It was our bounden and officially avowed duty thus to defend 
America, as well as our only way possible for upwards of a year after 
we entered the war. And America performed her duty as became 
America. She poured out money like water. While her associates 
were holding the trenches with men, America was helping them with 
money. All that was done in battle during the first year of our war 
with Germany to save us from the catastrophe of having to stand 
against her alone was done by Great Britain and Belgium and France 
and Italy. All the blood shed was British and Belgian and French 
and Italian blood, not a drop of it was American. Our money was 
used both for them and for us; and their blood was shed for us and 
for themselves. 

Has it ever occurred to you, Mr. President, to estimate the value 
in dollars and cents of the lives saved to America by our non-partici- 
pation in the fighting for more than a year, actually for five-sixths 
of our war period? As I think it has not, I will give you the estimate 
of anexpert. Ina letter in The New York Times of April 3rd, I said: 
“‘We have heard much about what our allies owe us, but who has 
said anything about what we owe them?” An answer to that query 
is before me. It is from an active Colonel of our regular army, who 
was in service in France. He says: 

“T feel sure that you did ‘express the sentiments of countless 
Americans to whom the dishonor of America is as personal dishonor’ 
and who resent the actions of those who are placing us in the cate- 
gory of the Shylock. You ask very rightly what we owe our allies. 
To this question I reply by submitting from memory a few figures 
and data of what might justly be considered our debts to our allies, 
as follows: Total time in war April 6, 1917 to November 11, 1918, 
19 months, 5 days. 

“‘While we were represented in the fighting prior to September 
12, 1918 in several engagements, by units in size from a regiment to 
a division, we did not take a man’s part in the fighting until Septem- 
ber 12, 1918, when we, with allied assistance, took the St. Michael 
Salient. 
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“Tt therefore seems that we do ourselves full justice when we 
say we did a man’s share of the fighting for the last three months 
of the war. For the sake of easy computation, however, let us say 
we took a full part in the fighting one-sixth of the full period of nine- 
teen months, five days, which is quite a bit more than we can justly 
claim. 

“Then, for one-sixth of the war period our losses were approxi- 
mately: killed, 50,000; wounded, 210,000. Placing a value of 
$50,000 on each young man we lost, our life cost expressed in money, 
was two and a half billions of dollars. 

“ According to a report of the Medical Department, U. S. Army, 
the cost to the Government of those wounded during the same 
period of our activity was, up to June 30, 1925, just over three bil- 
lions of dollars. So the total cost of killed and wounded was five 
billion and a half dollars, disregarding the continuing cost of the 
wounded. 

“Since the enemy was on the run during the greater part of the 
period of our active participation in the fighting, it is fair to assume 
that our losses per month were less than they would have been the 
first five-sixths of the time and before the enemy had broken. To 
be conservative, however, let us assume that they would have been 
the same. Then our losses, in men killed, would have been three 
hundred thousand, and, in wounded, a million two hundred thou- 
sand—or, expressed in money, thirty-three billions of dollars. The 
saving to us, due to our allies doing our fighting for five-sixths of 
our war time, is therefore twenty-seven and a half billions of dollars.” 

So it appears, Mr. President, according to this army expert, that 
our debt to our allies is upwards of twenty-seven and a half billion 
dollars, three times the amount of the credits accorded them by us, 
not to mention what we owe them for having saved us in averting a 
contest between the United States and her enemies alone. 

Now doesn’t it appear to you, as it does to me, to be a monstrous 
thing to demand the return of the advances made for our own bene- 
fit to our allies with more than a hundred per cent additional we call 
interest, and to ignore our monumental obligation to them, for which 
they ask nothing? 

For obvious reasons the name of my army correspondent cannot 
be disclosed; but I may give you the name of another army officer, 
in calling your attention to what he thinks about these alleged 


C59] 





































232 


debts. In a speech at Denver in August, 1924, the Commander- 
in-Chief of the American armies in France said: 

“What was the situation in 1917? We had no plan, no prepara- 
tion, no artillery, no transportation, no ships, in fact nothing.” 

“Tf it had not been that the allies were able to hold the lines for 
fifteen months after we had entered the war, hold them with the 
support of loans we made, the war might well have been lost. We 
scarcely realize what those loans meant to them and to us.”’ 

“While I am on the subject, I want to say something I have never 
said in a public address before.” 

“It seems to me there is some middle ground where we should 
bear a certain part of the expense in maintaining the allied armies 
on the front, while we were preparing, instead of calling all this 
money a loan and insisting on its payment.” 

“We were responsible. We gave the money knowing it would be 
used to hold the Boche until we could prepare. Fifteen months! 
Think of it! We sent our first men in June and they were not ready 
to go into the front lines until the following year.” 

What support, Mr. President, does the Government derive from 
this bravely uttered judgment of General John J. Pershing? Would 
that he might tell us, even more candidly, what he feels deep down 
in his heart. 

The Government of the United States bases its right to demand 
repayment upon the merest technicality, a naked promise. It would 
seem that somebody in authority took advantage of the great need 
of our associates to require of them a promise to’ repay money ad- 
vanced for our security and defence, and that, God knows, was so 
used. It was a mean and un-American thing under such circum- 
stances, and in any court of morals, before any tribunal of honor, 
yes, as justice is administered between man and man, in any court 
of law the United States would have no standing whatever. You 
and I, as lawyers, know that an agreement made without con- 
sideration is of no effect. As I have shown, and shall further show, 
the allies gave full value for the money they received and the agree- 
ment to repay is void for want of consideration. What man of fair 
mind and honorable instincts can say that the United States Govern- 
ment has not enacted the réle of a cruel and harsh extortioner in 
the matter of these so-called debts? 

The money functioned for us at first precisely as our soldiers did 


[60 ] 





det 


of 


est 
ov 
to 

ble 
tic 


te 
va 
th 
lic 
re 





o 


i- 





233 


afterward, both for the security and defence of the United States, 
and both for the prosecution of the war. With precisely as much 
justice might we demand indemnity for the whole cost of our mili- 
tary establishment; both were in the same sense legitimate war costs. 
Was it an oversight that such a demand was not made? Wasn’t 
there any ground, however technical, upon which such a demand 
might have been based? How greatly must those, who have been 
pluming themselves over the negotiation of the funding agreements, 
regret that there wasn’t even the shadow of a right upon which a 
demand for all the cost of the war might be based. 

Let us glance in turn at the case of England, of Belgium, of France, 
of Italy. 

Englishmen or men of English stock, of your stock as of mine, 
established this government. And it was a German king of England, 
over the protest of the greatest Englishmen of his time, who sought 
to hold the colonies in subjection. We and the English are of one 
blood, speak the same language, cherish the same far-away tradi- 
tions, glory in the same literature, and, by our adoption, have fun- 
damentally the same law. England and America should be close 
and trustful friends. Together, the great British Empire and the 
great American Republic could easily ensure perpetual peace to the 
world. How have we treated England? 

England (meaning Great Britain) loaned her allies something like 
ten billion dollars, but not as a substitute for men. Upon the in- 
vasion of Belgium, she entered the war with her armies, and, before 
the awful death list made conscription necessary, enlisted four mil- 
lion volunteers. England did that—loaned ten billion dollars, 
recruited four million volunteers. 

As a substitute for men, we advanced England something more 
than four billions, under the law authorizing its payment for our 
security and defence. While her young men were dying by the hun- 
dred thousand in the trenches, fighting our fight as much as their 
own for more than a year, the war was not costing usa man. We 
did what we could. We helped England keep her soldiers in fighting 
trim by furnishing money for supplies produced in America. Eng- 
land asks nothing for her dead. We demand repayment of our 
money, with interest. We are the richest nation the world has ever 
known. England is embarrassed as never before. With a million 
unemployed, she carries a huge burden of debt and has resorted to a 
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taxation almost confiscatory. America taxes an income of $5,000 
but $37.50; England taxes it $787. She is dependent for her revenue 
upon her trade and our tariff wall practically excludes her from 
trade with us. Nothing is undamaged, but her honor; nothing un- 
shaken but the unshakable steadiness of her soul. And yet we, the 
Croesus-nation, demand of struggling, staggering England, not only 
the four billions we let her have, but an additional seven billions 
because she must have time in which to pay. Because she is in 
trouble, we charge her seven billion dollars for time. We have no 
moral right to a farthing from England, but she signed and we hold 
her to her signature. 

Mr. President, what do you, as a man, think of the way we have 
treated England? What I think of it is of no consequence. What is 
of consequence is what the world thinks of it, what America thinks 
of it, what posterity, what history will think of it. It may be that, 
in time, language will contain words that will adequately charac- 
terize it. They are wanting in my vocabulary. 

England proposed cancellation of all war debts at a net cost to her 
of six billion dollars, inasmuch as the nations owe her that amount 
over and above what she is said to owe us. We declined the proposal 
and demand the uttermost farthing; and England now agrees to 
forgive her debtors all they owe her in excess of the amount we re- 
quire of her. A striking contrast, that. 

Take Belgium—you remember how the world held its breath when 
Germany, unprovoked and in violation of her guarantee of Belgian 
neutrality, thundered into Belgium, laid her cities waste, massacred 
her civilians, all but annihilated her little army and swept the 
remnant over into France. Belgium might have bought immunity 
at the cost of honor. That was not Belgium’s way. She was in honor 
bound to resist the encroachment upon her neutrality, to stand on 
her own soil between Germany and France. She was not even 
tempted to save herself. She preserved her honor intact. She stood 
her ground until the German monster crushed her. 

Belgium is a tiny kingdom, a quarter of the size of New York and 
with a population about two-thirds as large. We made the same 
kind of advances to Belgium as to England and we furnished her 
starving people with food. Belgium also signed, and we have called 
her attention to her signature and demanded repayment for the food 
as well as the credits. 
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With a greatly reduced man power, Belgium has been struggling to 
rebuild her ruined cities. Her taxation is excessive. Incomes of 
$5,000 pay $620, instead of $37.50 as here; but she is great of heart 
and endures. All the other nations have forgiven her debt to them. 
Only the United States insists upon payment, although President 
Wilson joined with the other powers in the agreement not to ask 
Belgium to pay. We demand payment of every dollar for food and 
advances to little Belgium; and, because she is pitiably poor and must 
have time, we make her pay for it. The food and advances totalled 
(in round numbers) three hundred and seventy-seven millions. We 
exact every cent of it and charge her an additional three hundred 
and fifty million for time,—in all seven hundred and twenty-eight 
million dollars, the equivalent of a hundred dollars for every man, 
woman and child in the kingdom. The other nations forgive her 
eight hundred millions of principal. Another contrast, not exactly 
pleasing to contemplate. 

How is it possible, unless the American people are the most detest- 
able people on the face of the earth for the Government of the 
United States to justify such a performance as expressing the will 
of the people? It is a baseless assumption, and the action of the 
Government is a hideous perversion of the popular will. 

Then there is France, Mr. President. France that came to our 
assistance when our struggle for national existence was all but lost. 
Washington himself was almost in despair. ‘‘We are at the end of 
our tether,”’ he said, ‘“‘and now or never our deliverance must come.” 

Deliverance came—and from France. Across the ocean she sent 
us large sums of money, as gifts and as loans, and she sent armies 
and ships of war. France saved America. There is no controversy 
about that. Yorktown was captured and Cornwallis surrendered 
because Washington had under his command more French sailors 
and soldiers, than Americans; and it was Washington who declared 
that America would cherish ‘unalterable gratitude” to France. 

How has our “unalterable gratitude’”’ been shown by the Govern- 
ment of the United States? 

France, too, obtained credits from us upon our entrance of the 
war, and they were for the same legally declared purpose, the more 
effectual national security and defence; and France also appended her 
signature to the bond. The United States, through its constituted 
authorities, has demanded repayment. France is dreadfully poor 
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and heavily taxed, incomesof $5,000 paying $839 instead of our $37.50. 
Her war debt is enormous and to it has been added a debt of many 
billions for the rebuilding of the regions devastated by German 
cannon. Struggling bravely to keep herself financially above water, 
the United States adds to her burden a weight well calculated to 
sink her. Of all the great European combatants in the war, France 
is the greatest sufferer and Germany the least. 

We are literally glutted with wealth, far richer than any other 
nation has ever been in all the history of the world; and, with posi- 
tively threatening aspect, we point to France’s signature and demand 
that she pay. 

While America was putting only money into French battlefields, 
France was holding Germany, as was England, at the cost of hundreds 
of thousands of her young men. When America had not one man in 
the French trenches, France was raising a barrier of her slain sons 
over which Imperial Germany had not the might to pass. A barrier 
for France, do you say? Yes, a barrier for France and a barrier for 
the United States of America. Had Germany passed that barrier 
of French dead and trampled France beneath her feet, she would 
have triumphed over all but the United States, and America would 
have been left to continue the war alone. Visualize that, Mr. Presi- 
dent, and you will realize what France did for America. And now, 
Almighty God! we demand of France the return of every dollar we 
gave her and penalize her for time in which to pay. Where is Wash- 
ington’s ‘‘unalterable gratitude?’’ Where is the common decency 
that dwells in the heart of the ordinarily decent man? O shame, 
where is thy blush? 

In morals, in justice, in law, France doesn’t owe us one centime, 
one-fifth of a cent, and we owe her for a second ‘‘deliverance,” a 
second salvation. She got nothing but what our Government de- 
clared to be for the security and defence of this nation. According 
to Colonel —————, France with England and Belgium saved us 
a quarter of a million lives and a million wounded—expressed in 
money, twenty-seven and a half billions of dollars. All the wealth 

of the world could not pay her for what she did for us—and she asks 
nothing; while we demand of France repayment of three billion and 
a half dollars we gave her in place of men and, because she can’t 
put her hand on the amount and pay spot cash, an additional three 
billion and a half for time. 
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I am altogether at a loss for words to characterize that action 
by the Government of my Country. The first man to occupy the 
office you now hold, Mr. President, had a forceful way of expressing 
himself on occasions. Washington knew of our earlier debt to France 
(now many times magnified) and he loved Lafayette, he said, as if 
he were his own son. If the grave of Washington could speak aloud 
to the grave of Lafayette, the thunder of its damnation of our treat- 
ment of France would resound throughout America and echo around 
the world. 

The same thing is true of Italy. The financial condition of Italy 
may be judged from the wage of a dollar and a quarter a day paid 
her skilled labor compared with ten and twelve dollars paid here, 
and her tax of $1,025 on an income of $5,000 compared with ours 
of $37.50. Italy is a nation of the very poor and we are a nation of 
the very rich. For effectually providing for our national security 
and defence we advanced poor Italy, who also signed on the dotted 
line, a billion six hundred and forty-seven thousand dollars. We 
insist upon its repayment and, because it is impossible for her to pay 
at once, we charge her three-quarters of a billion in addition—for 
time. 

Now then, for the totals: We advanced these four governments 
engaged in war with the enemies of the United States something less 
than nine billions and a half dollars and, upon a pure technicality, 
have demanded and they have agreed to pay not only the principal 
sum, but upwards of eleven billions for nothing but time—the total 
exaction by the United States from its late war associates and friends 
being over twenty-one billions of dollars,—a billion more than the 
amount of our national debt. 

These four nations have been looking to Gane reparation 
payments to recover some of their war costs. Especially has France 
counted upon them for the expense of rebuilding her devastated 
regions; but our demands will annually take about sixty per cent 
of the German payments, if made. Much more than half of what a 
defeated Germany hands over to her former enemies to indemnify 
them for destruction wrought by German guns in an aggressive and 
unprovoked war, our Government intends to take from its war asso- 
ciates for a part of the cost of keeping their soldiers fit to fight ‘the 
enemies of the United States’’ for our “security” and to die in our 
“defence,” The German payments cease after 35 years; those of 
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our friends continue for 27 years thereafter and, in the end, we shall 
have exacted more than the total of German reparations. They, 
especially France, have begged that we make their payments to us 
dependent upon their collections from Germany. We have refused 
and insisted upon prompt payment according to the bond whether 
Germany pays or not. In the case of France, what an exhibition of 
America’s conception of ‘‘unalterable gratitude!” 

I am addressing the President of the United States and want to 
maintain an attitude of courtesy as becomes a citizen in addressing 
his President. I may not say to you just what I should say to Calvin 
Coolidge, were he, like me, a private citizen of the Commonwealth 
of Massachusetts; but were he such a citizen, I should not hesitate 
to say to him that the cruelty of the Government of the United States 
in this matter seems to me absolutely barbaric, its greed to attain 
proportions that may fitly be called infinite. 

When these incalculable sums have been paid (which Heaven 
forbid), how will it leave the United States? What will this Nation 
be able to say it did for the prosecution of the war for the first fifteen 
months of our participation? Nothing. Our associates will have 
prosecuted the war, fought our battles, saved a quarter of a million 
American lives and a million American wounded or, expressed in 
money, twenty-seven and a half billion dollars, and averted a contest 
between the United States and Germany alone—and they will have 
done all this without the help of a man or a dollar from us. 

In all sincerity, it seems to me America is more to be commiserated 
than our late associates; for they have only assumed unjust obliga- 
tions of monstrous proportions, while the United States has made 
a cheap sacrifice of its honor. What a trivial price for a nation’s 
honor—twenty-one billions! 

Can the United States afford to be wholly indifferent to the 
judgment of the world? A competent observer, who has visited 
Europe every year since the war, says that all the local hatreds have 
been combined in one “grand hatred” of America. A lady living 
at Nice writes me that she has frequently seen French peasants spit 
at the mention of America, that we are called ‘‘the hogs’ country” 
and that at a dinner recently attended by distinguished guests it 
was said that “if the world could be pictured as a mammoth body, 
America would be its stomach.”’ The well-known American publicist, 
Mr. Frank H. Simonds, publicly declared, only a few days ago, that 
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“one of the two outstanding circumstances of Europe today is the 
rapid development of a common European dislike and worst of the 
United States, from Land’s End to the Golden Horn,” and he adds, 
“If I for one moment believed the debt settlements which have been 
made would last, would be carried out for even a decade, I should 
regard the European feeling with real alarm.”’ 

Alarm, Mr. President? Why alarm? Because the unconscionable 
settlements, naturally and inevitably breeding hatred, which is the 
hotbed of war, will drag us or our children into another Armageddon 
in which alone we shall face a hostile world? What nation, staggering 
under the unrighteous burden we have placed upon it, would, or could, 
help us? We are a friendless people and our destruction would be 
the salvation of our debtors. 

But the Government of the United States is not wholly without 
applause. Germany applauds. Our late enemy cordially approves 
our treatment of our late friends. The heavier the burden we place 
upon England and France, the more profound will be the satisfac- 
tion, in Germany; and, if the funding agreements shake England to 
her foundations, if they sink France into hopeless bankruptcy, 
Germany and Germans, wherever they may be scattered over the 
face of the earth, will shout aloud and clap their hands for joy. 

And for all of this, America has to thank the Congress of the 
United States. Its members well know its action to be morally 
indefensible; know that every dollar of the money advanced to our 
associates was advanced for our own benefit and used for our benefit 
and that it benefited us incalculably. When the measure providing 
for these advances was being discussed in Congress, leading repre- 
sentatives and senators loudly proclaimed them to be solely for the 
security and defence of the United States as declared in the law 
itself. Let me remind you of some of these utterances. 

Senator McCumber, Chairman of the finance committee, said: 
“It is probably true that more than a quarter of a million men are 
going down to death or being wounded or captured, every month 
during the contest. Therefore while they are suffering to that ex- 
tent we ought to be mighty liberal in the expenditure of money 
when we can take no part in the real battle, which today is the battle 
of the American people.” 

While our associates were suffering so in ‘the battle of the Ameri- 
can people,’’ we were suffering not at all—contributing money only 
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to enable them to continue to fight that battle. Now we demand the 
return of the money. 

Senator Smoot said: “I think that every dollar that will be ex. 
pended under the provisions of this bill, if it is expended honestly, 
will be for the benefit of the United States.” 

And we demand the return of every dollar so expended for “the 
benefit of the United States” and eleven billion dollars additional 
for time. 

Senator Kenyon said: ‘‘I want to say this for myself that I hope 
one of these loans, if we make it, will never be paid and that we will 
never ask that it be paid. We owe more to the Republic of France 
for what it has done for us than we can ever repay. I never want to 
see this Government ask France to return the loan we may make 
to her.”’ 

If this distinguished Senator of 1917 were in the Senate today, 
he’d see this Government demanding not only the principal of the sum 
advanced to France, but three billion and a half dollars interest 
upon it. 

Senator Cummings said: “I am perfectly willing to give to any 
of the allied nations the money which they need to carry on our 
war, for it is now our war. I would give it just as freely as I would 
vote to equip our army or to maintain our own navy.” 

We equipped other armies ‘‘to carry on our war,” because we 
didn’t have armies of our own to do it, and now we demand a return 
of the money for that equipment. 

Congressman Mann said: “I think it is our highest duty in the 
making of war to give aid to those who are fighting the enemy against 
whom we have declared war.” 

Wherever and whenever such a thing could be done in the wars 
of history, it has been done; but the history of the world will be 
searched in vain for any other demand by a government for the 
return of money given an ally to do the fighting for it. The dis- 
tinction is exclusively ours. 

Congressman Fordney said: ‘Their [the advances] only purpose 
is to aid them in the best way possible to fight our battles across the 
sea without calling upon our men to go there.”’ 

And now we demand the return of every gun, every shell, every 
rifle, every bullet, every reel of barbed wire, every gallon of oil and 
bushel of oats and barrel of flour we gave our associates so that they 
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might continue to “fight our battles across the sea,”’ or their equiv- 
alent in cash plus interest. : 

Congressman Mondell said: ‘‘We can [by the advances] effectively 
and in the immediate future, arm, strengthen and support those who 
are, since our declaration of war, fighting our battles.” 

And for the cost of arming and strengthening and supporting our 
friends to fight our battles we want payment in full, doubled. 

Congressman Rainey said: ‘‘We are making this loan in order to 
further our interests primarily in this war, and from the moment 
when the Congress of the United States declared that a state of war 
existed between this Country and Germany, every blow struck 
at Germany by any of her enemies was struck also in our interest.” 

And this same Congressman filed a minority report in the House 
of Representatives protesting that seven billion was not enough to 
wring out of France in payment for the weapon we put into her hands 
and with which she struck Germany ‘“‘in our interest.” 

Congressman Madden said: “We are starting out to win a vic- 
tory, as I understand it, to maintain American rights; and if we can 
maintain American rights by furnishing money to somebody willing 
to fight our battles until we are prepared to fight those battles for 
ourselves, we ought to do it.” 

The victory was won, only because somebody was willing and, by 
our money was enabled, to fight our battles for five-sixths of our 
period in the war; and now we demand the money back, reimburse- 
ment for having done nothing but our plain duty, but make no offer 
to return hundreds of thousands of somebodies’ sons killed in what 
these eminent Senators and Congressmen declared to be our battles 
in our war. 

You are a Christian, Mr. President, and have recently declared 
this Government to be founded upon religion. You can mean only 
the Christian religion. May I most respectfully ask what Christian 
consideration entered into the funding agreements? what sanction 
they, in your opinion, derive from any teaching of Christ? You are 
silent. 

One of the most beautiful passages in the recorded utterances of 
Christ is this: ‘‘When the Son of Man shall come in his glory and all 
the holy angels with him, then shall he sit upon the throne of his 
glory, and before him shall be gathered all nations, and he shall 
separate them one from another, as a shepherd divideth his sheep 
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from the goats. And he shall set the sheep on his right hand and 
the goats on his left.””, And what is it that, in that day, Christ shall] 
say to those on his left hand, because they were without charity, 
without sympathy, without concern for suffering humanity, because 
they were wholly selfish and had no regard for right and duty and 
justice? It is recorded that he shall say to them, ‘‘ Depart from me, 
ye cursed.”” And where, unless it repent, in that day of judgment 
shall he set this nation, if not at his left hand? 

What mandate has your administration received from the people 
of the United States to do the things you have done? Upon what 
authority has your Government assumed so to act for them? What 
better right have you to assume that the Government has truly 
represented. them in the matter, than I have to assume that the Gov- 
ernment has misrepresented them shamefully? The difference 
between your assumption and mine is this: yours takes it for granted 
that money is America’s god; that we are a nation of money-grabbers, 
without conscience, gratitude, loyalty, magnanimity, justice or 
honor: while mine is based upon the ineradicable, the burning con- 
viction that Americans are just and generous and loyal and of one 
mind in the belief that it profiteth a nation nothing to gain the whole 
world and lose its own soul. 

You have my grievance, Mr. President, set forth as clearly as my 
poor abilities permit; and the redress I ask, nay, demand, is can- 
cellation of every dollar and cent of debt arising out of advances to 
those governments engaged in war with the enemies of the United 
States, for the security and defence of this nation. I ask, I demand, 
it on behalf of myself and every American who loves his Country 
and has in his breast a spark of honor. 


“Once to every man and nation comes the moment to decide, 
In the strife of truth with falsehood for the good or evil side.” 


That moment for this Nation, Mr. President, is now. Now must 
America choose whether it will serve God or Mammon. Both it 
cannot serve. If it choose God, by exalting honor above money, 
magnanimity above greed, Americanism above commercialism, the 
Samaritan above the pawnbroker, then shall the glorious flag of 
the Republic again float unstained in the air, every star resplendent, 
every stripe redignified, reglorified. The whole world will look upon 
it with respect bordering upon reverence and thankfulness amounting 
to love. 
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If it choose Mammon, Mr. President, if it sacrifice the world’s 
respect and good-will for gain, if it barter the Nation’s honor for 
twenty-one billions or twenty-one trillions of dollars, wherever it 
circulates the eyes of the world will see only the face of Shylock upon 
the Nation’s coin, and, wherever it floats, only dollar signs where the 
stars glitter in the Nation’s flag, and, in place of its stripes of red, 
yellow bars of gold. 

May the just God, who presides over the destiny of nations, 
arouse the lovers of America to demand and procure the cancellation 
of every dollar said to be due us for money advanced to ‘‘ the Government 
engaged in war with the enemies of the United States” for the “ purpose 
of more effectually providing for the national security and defence.” 
So shall they vindicate the honor of America in the august tribunal 
of World-opinion. 

I have the honor to be, Mr. President, 

Your most obedient servant, 
FREDERICK W. PEABODY. 
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SECRETARY OF THE TREASURY MELLON’S REPLY TO 
FREDERICK W. PEABODY’S LETTER TO THE 
PRESIDENT 


July 14, 1926 


Dear Sir: 


By reference from the President, I have your letter of June 30, 
1926, urging cancellation by the United States of the so-called war 
debts. Your arguments are confused, but I believe your points can 
be fairly summarized as follows: 


1. As a legal proposition, taking into account the message of 
President Wilson, the debates in Congress and the First Liberty Loan 
Act authorizing advances to our Allies, the United States made a 
gift and not a loan and neither party expected repayment. 

2. As an equitable proposition, advances were made while the 
Allies were fighting our battle for us and before we could put an 
adequate military force in the field, and, therefore, the loans rep- 
resent part of the cost to us of the war and should be cancelled. 

3. Asa charitable proposition, America being wealthy and pros- 
perous and the European countries being poor and heavily taxed, 
we should in the interests of humanity, cancel the debts. 

The initial authority for the advances to foreign governments oc- 
curs in the First Liberty Loan Act, passed just after we declared 
war. As a lawyer, you know that the interpretation of legislation 
unambiguous on its face is determined from its language and not 
from expressions in debates on the floor of the Congress. But even 
ignoring this rule of construction, a reading of President Wilson's 
message and of the debates shows no ground for your arguments. 
The most that can be said of any expression you quote is a willing- 
ness on the part of the speaker to make the loans even if our debtors 
may not be good risks. This is far from an intention to make a gift 
of the advances. Let us, however, consider the Act itself. The law 
is declared to be ‘‘for the purpose of more effectually providing for 
the national security and defense and prosecuting the war by estab- 

lishing credits in the United States for foreign governments.” A 
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reading of section 2 is convincing that loans and not subsidies were 
intended. The United States is authorized to purchase at part the 
obligations of foreign governments. As to rate of interest and other 
essentials the foreign governments’ obligations are to have the same 
terms and conditions as United States obligations (Liberty Bonds) 
issued under the authority of the Act. Arrangements are to be 
made for purchasing the foreign government obligations and for the 
subsequent payment thereof before maturity. If United States 
bonds are converted into bonds bearing a higher interest rate, the 
obligations of foreign governments are likewise to be converted. In 
section 3 of the same Act, the Secretary of the Treasury is authorized 
to receive on or before maturity payment of the foreign government 
obligations; to sell the obligations at not less than the purchase price, 
and to apply the proceeds of any payments made on account of the 
obligations to the retirement of the debt of the United States. It 
is clear that when the advances were made to our Allies they knew 
and we knew they were loans, not gifts. From the time of the orig- 
inal advances to date no responsible authority in the United States 
Government has suggested cancellation, and each of our debtor 
nations, except Russia, has recognized the debt created by the ad- 
vances and has offered to pay. The only question for discussion in 
each settlement has been the extent of the capacity of the debtor 
to make payment of an acknowledged liability. 

Your second proposition is that the Allies held the line with men 
until we could deliver an army and, therefore, cash advances made 
during this period by the United States were our contribution to 
the general cause of the war and should be cancelled. I shall not 
dispute with you the exact date when we became an effective force 
on the western front nor as to the time or extent of our service at 
sea. We will assume America as you infer contributed nothing mili- 
tary or naval to the common cause but only gave financial support. 
Even then you will have to admit that advances made to our Allies 
after the Armistice, when the war was over, cannot be considered 
as a contribution pending effective entry into battle or as saving 
American lives. We can eliminate at once, therefore, loans made 
entirely after the Armistice to Finland, Esthonia, Latvia, Lithuania, 
Poland, Czechoslovakia, Hungary, Austria, Armenia and Rumania. 
The Allies to which we did make advances while the war was on are 
England, France, Italy, Belgium, Serbia and Russia. As the figures 
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I shall give will show, if we admit your argument is sound, England 

alone is concerned. 

The debt settlements have been negotiated on the basis of the 
capacity of the particular debtor to pay. None could pay its signed 
obligations as called for by their terms. Accordingly, payment of 
the principal had to be extended and the period of 62 years set in the 
British agreement has been followed in all other agreements. If 
the debtor nation paid the United States a rate of interest on the 
postponed installments equivalent to the cost of money to us, we 
would receive in present value payment of the full debt. Since, 
however, such an interest rate is beyond the capacity of any of our 
debtors to pay, the United States has, of necessity, accepted less 
than the full value of the debt to the extent the interest to be re- 
ceived under the settlement is below the cost of money to the United 
States, now about 44%. Looking at the matter from the stand- 
point of the debtor nation, the debtor has received a concession in 
its debt to the extent the interest to be paid by it is below the cost 
of money to the debtor. The obligations taken by us from our 
debtors carry the interest rate of 5% per annum. Since this rate 
is less than most of the debtor nations now have to pay for money, 
the rate of 5% is certainly a fair measure of the real burden put 
upon them by the settlements. 

Let us see what relation the burden of our debt settlements bears 
to our loans after the armistice. In this way we can determine 
accurately our real contribution in money to the joint cause of the 
war. In the case of England, post-armistice advances with interest 
amounted to $660,000,000, and the present value of the entire debt 
settlement is $3,297,000,000. It must be remembered that England 
borrowed a large proportion of its debt to us for purely commercial 
as distinguished from war purposes—to meet its commercial obliga- 
tions maturing in America, to furnish India with silver, to buy food 
to be resold to its civilian population, and to maintain exchange. 
Our loans to England were not so much to provide war supplies as to 
furnish sterling for home and foreign needs and to save England from 
borrowing from its own people. 

France’s after-the-war indebtedness with interest amounts to 
$1,655,000,000. The settlement negotiated by Ambassador Béren- 
ger with the American Debt Funding Commission has a present 
value of $1,681,000,000. 
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Belgium’s post-armistice borrowings with interest were $258,000,- 
000, and the present value of the settlement is $192,000,000. In 
addition, Belgium has a share of the German reparations sufficient to 
pay her pre-armistice debt to America. 

With Italy the situation is similar. Its post-armistice indebted- 
ness with interest is $800,000,000, and the present value of its debt 
settlement is $426,000,000. It is the same as regards Serbia. In 
view of these facts, in what respect do you still believe America has 
been unfair to its Allies? 

The statement is made in your letter that the French debt settle- 
ment takes annually about 60 per cent of the German reparation 
payments which France is to receive. I believe you are not correctly 
informed. France, in addition to reparations already received from 
Germany, is to be paid under the Dawes Plan 52 per cent of a maxi- 
mum reached three years from now of 2,500,000,000 gold marks 
($625,000,000) after certain charges, about $300,000,000 annually. 
The maximum annual payment required of France under our settle- 
ment is $125,000,000 reached after the 16th year. I think you will 
find that the reparations receivable from Germany by Belgium, 
France and Italy are more than the payments those nations have 
agreed to make on their indebtedness to both the United States and 
to England. 

I come now to your third proposition: that to preserve our self- 
respect and retain the affection of foreign nations for America we 
must as a charity cancel the debts. A creditor is never popular, but 
a debtor without credit is not in an enviable position. England’s 
prompt and courageous attitude when first of all others it sought a 
settlement of its debt seems to me to have been rewarded in her 
present sound financial position, a rock in the turbulent seas of 
monetary instability now washing over the other allied nations. Are 
you so sure that your policy of cancellation will mean a happier 
future for a world which will only continue to trust those who keep a 
promise once made? 

When cancellation of debts is viewed from the standpoint of the 
United States you fail to recognize that the Debt Commission, the 
President and the Congress act not in their individual capacities 
according to sentiment, but as trustees for those whom they repre- 
sent, the American people. If these foreign debts are cancelled the 
United States is not released from its obligation to pay the very 
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bonds which were sold to our citizens to make the advances to the 
foreign governments. We must collect through taxation from our 
people if our debtors do not pay to us what they can. You call thisa 
“specious reason,” but nevertheless, again as a lawyer, you must 
know the duty of a trustee. Were these trustees as certain as you 
seem to be that their cestut gut trust, the American people, demand a 
cancellation of the debts, it is within the province of popular govern- 
ment to carry out that mandate. But neither generally from the 
people, nor in the press, nor at all from the chosen representatives of 
the people in Congress has come this demand. 

I have, as have you, and every other good citizen, a profound sym- 
pathy for the countries suffering from the after-results of the great 
war which we in America have to a large extent escaped. But I feel 
that a recognition of their external obligations by the European 
nations and an undertaking bravely to meet them within their capac- 
ity as each country has done, is a moral force of great service to 
permanent prosperity in the world. I cannot agree with you that 
England is on the edge of destruction. It is most sound of heart, 
as its recent solution of a general strike has shown to all. Other 
countries are in monetary difficulties, but the very acuteness of the 
disease has brought a clear understanding of the causes and of the 
proper remedies. Dark as the financial sky now appears, I believe 
Europe is today closer to a permanent sound solution of its economic 
troubles than at any time since the war. The danger is there, but 
with it the courage to fight. I do not despair of Europe. 


Very truly yours, 


(Signed) A. W. MELLon, 
Secretary of the Treasury. 
Frederick W. Peabody, Esq., 
Counsellor-at-Law, 
Ashburnham, Massachusetts. 
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STATEMENT OF THE FACULTY OF PRINCETON 
UNIVERSITY 


PREFATORY STATEMENT 


BY PRESIDENT JOHN GRIER HIBBEN 


The signatures of 116 members of the Princeton Faculty constitute 
one more indication, in a lengthening series, that the enlightened 
opinion of the country calls for a revision of the debt settlements 
with our former Allies. However well-intentioned may have been 
the motives of our representatives who approved the terms of these 
settlements, and however lenient these terms may be represented to 
me by those who wish to insist on our generosity, there is a growing 
recognition that the settlements so far effected do not meet the 
actual situation. Even granting the capacity of our debtors to ful- 
fill our stipulations, which are now openly questioned, we do not 
desire to impose tremendous burdens of taxation for the next two 
generations on friendly countries who are struggling to regain their 
strength, at the very time when we are amassing a national fortune. 
To urge our government's obligation to its citizen bondholders and 
taxpayers is to evade the real issue, which does not concern the rela- 
tion of the government to the people, but our national policy to- 
ward certain other states. To divorce the financial provisions of the 
loans from the moral situation in which they were asked for and given 
is to invent an unreal economic abstraction. Against the conten- 
tion that this question should not be raised until all our debtors have 
come to book there is a ready rejoinder that it would be wiser to 
adopt a policy which would facilitate agreements with the remaining 
parties and then revise previous settlements. Finally there is good 
reason to believe that in economics, as well as in morals, altruism is 


indistinguishable from true self-interest. 


TEXT OF STATEMENT 


“We, the undersigned, members of the Faculty of Princeton 
University, heartily endorse the desire, expressed by the Faculty 
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of Political Science of Columbia University, for a reconsideration 


of the settlement of the Allied Debts.’ 


President John Grier Hibben 
Theodore Whitefield Hunt 


Herbert Stearns Squier Smith 


Henry Van Dyke 

Walter Read Rankin 
William Berryman Scott 
Andrew Fleming West 
Henry Burchard Fine 
George McLean Harper 
Paul Van Dyke 

William Kelly Prentice 
Christian Gauss 

Edward Capps 

Edwin Grant Conklin 
Luther Pfahler Eisenhart 
William Foster 

Frank Jewett Mather, Jr. 
Frank Albert Fetter 
Joseph Edward Raycroft 
Douglas Larabee Buffum 
Varnum Lansing Collins 
Charles Grosvenor Osgood 
Edward Gleason Spaulding 


Alan Wilfrid Cranbrook Menzies 


Frank Henry Constant 
Dana Carlton Munro 
George Harrison Shull 
Warner Fite 

Gordon Hall Gerould 
Robert Kilburn Root 
Charles Carroll Marden 
Edward Cooke Armstrong 
Harold Herman Bender 
Charles Rufus Morey 
Donald Clive Stuart 
Frank Haigh Dixon 
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Earl Taylor Compton 
James Thayer Gerould 
Morris William Croll 
Radcliffe Heermance 

John Edwin Pomfret 
Allan Chester Johnson 
Arthur Leslie Wheeler 
Kenneth McKenzie 

Jesse Hickman Bond 
Henry Robinson Shipman 
Charles Ranald MacInnes 
John William Besore 
Francis Charles MacDonald 
George Erle Beggs 

Stanley Edwin Howard 
Walter Phelps Hall 

Robert Scoon 

Joseph Coy Green 

Norman Browne Tooker 
Sherley Warner Morgan 
Walter Scott Hastings 
Solomon Lefschetz 

Frank Dunstone Graham 
Shirley Howard Weber 
Charles William Hendel, Jr. 
Richard Montgomery Field 
Frank Linley Critchlow 
William Koren 

Marcus Stults Farr 

Henry Bartlett Van Hoosen 
Lewis Robinson Cary 
Percy Addison Chapman 
Donald Bucker Sinclair 
John Quincy Stewart 
Frederick Courtney Tarr 
J. Dayton Voorhees 
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Shelden Jenckes Howe 

Gregg Dougherty 

Walter Lincoln Whitelesey 
Robert Greenhalgh Albion 
Lawrence Francis Hawkins Lowe 
Robert Ralston Cawley 
Theodore Meyer Greene 
Melvin Eugene Bassett 
Raymond James Sontag 
Philip Khuri Hitti 

Allen Brown West 

Henry Lyttleton Savage 
Arthur Norton Cook 

Joseph Epes Brown, Jr. 
Harris Elliott Kirk 

James Douglas Brown 
Sidney Lawrence Levengood 
Chester Chisholm Connell 
Frank Cudworth Flint 
Clarence Dietz Brenner 
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Loyle Alexander Morrison 
Kenneth Porter Stevens 
Bateman Edwards 

Albert Rudolph Elsasser 
Stephen Joseph Herben, Jr. 
Leslie Thomas Fournier 
Elmer Adolph Beller 
Loring Baker Walton 
Donald Wheeler 

Francis Adams Comstock 
Hamilton Cottier 
Rensselaer Wright Lee 
Georges Bally 

Robert Wallace Elliott, Jr. 
George Carr Wright 
Willard Thorpe 

Denver Lindley 

Gray Cowan Boyee 
William Theodore Richards 
Erling Dorf 
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LETTER OF SECRETARY MELLON TO DR. JOHN GRIER 
HIBBEN OF PRINCETON UNIVERSITY 


March 15, 1927 


My dear President Hibben: 


Your statement and that signed by 116 members of the Princeton 
University faculty endorsing the statement issued by the faculty of 
political science at Columbia, and urging the reconsideration and 
revision of the debt settlements with our former associates in the 
war, have come to my attention. I recognize, of course, the pro- 
priety of a frank expression of opinion on important public questions 
on the part of those in responsible positions, but I am somewhat 
surprised that before giving the public the benefits of their con- 
clusions neither the gentlemen of the faculty of Columbia University 
nor those of the faculty of Princeton University saw fit to make a 
thorough and first-hand investigation of data available at the 
Treasury or sought by personal interview to ascertain the views of 
the American officials who negotiated the settlements. The training 
of these gentlemen, their standing as economists, historians,.and 
teachers of government, would have led me to believe that they would 
have conceived it to be their first duty to present a dispassionate 
analysis of the facts based on original study rather than to submit 
their conclusions unsupported by facts. 

Moreover, it would not have been amiss for you and your asso- 
ciates to have taken into consideration that one of these agreements 
has not been ratified and that the inevitable effect of such a pro- 
nouncement would be to encourage and strengthen the opposition 
in foreign countries to such ratification, an encouragement entirely 
unwarranted by the circumstances in view of the fact that the 
American people, expressing themselves through their chosen repre- 
sentatives in the House of Representatives, have approved of this 
agreement and that the debate, when the measure was before the 
House for consideration, indicated that an overwhelming majority 
of the Representatives were opposed to more lenient terms. It is 
highly probable that such expressions of opinion, far from making 
the adjustment of these outstanding obligations easier, will simply 
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increase the difficulties of obtaining a better understanding and a 
ratification of the agreement. 

In this connection I cannot refrain from pointing out in answer to 
the plea urging the re-opening of all debt settlements, that it is not 
so long since that all of our soundest economists claimed and rightly 
claimed that the one prerequisite to the restoration of economic 
prosperity in the world was an early settlement of these debts be- 
tween governments. The adoption of the Dawes Plan, the ratifica- 
tion of the various agreements between governments providing for 
payment of this vast unfunded obligation, have, in the course of the 
last few years, contributed mightily to the progress that has been 
accomplished. Re-opening all of the settlements would, in my 
judgment, be a step backward and not forward and one calculated 
to produce discord and confusion rather than to contribute to the 
economic stability and orderly betterment of world prosperity. 

In your statement you say that to divorce the financial provisions 
of the loans from the moral situation in which they were asked for 
and given is to invent an unreal economic abstraction. By this I 
take it you mean to endorse the argument advanced by the Columbia 
faculty that our war advances to our associates were not at the time 
they were made regarded as business transactions but rather as 
joint contributions to a common cause. Admitting, of course, that 
the Congressional debates indicate clearly that the Congress was 
quite willing to loan this money, even on the assumption that there 
was a considerable element of risk in so far as ultimate recovery was 
concerned, nevertheless the record indicates beyond dispute that these 
were loans and not contributions and though not in form in actual 
effect loans from individual American citizens rather than contribu- 
tions from the Treasury of the United States. The Act providing for 
these loans authorized the United States Government to sell Liberty 
bonds to its own people and to invest the proceeds of the sale in the 
bonds of these foreign governments, the latter bonds to bear the same 
interest as the Liberty bonds sold and to have the same maturities. 
What we allowed our associates to do, in effect, was to borrow money 
in our investment market, but since their credit was not as good as 
ours, to borrow on the credit of the United States rather than on 
their own. Looking at the substance rather than the form of the 
transaction, the situation was no different than if they had actually 
sold their own bonds in the American market and our government 
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had endorsed them. Had this course been followed would anyone 
contend that the sums advanced were intended as contributions to 
a joint enterprise rather than loans expected to be repaid? 

As a corollary to this first proposition it is urged that if these ad- 
vances were not to be considered contributions as an original measure 
they ought now to be so considered because our associates were not 
fighting their own battle alone but ours as well, and that for some 
months we were unable to put many troops into line. I am not going 
to attempt a discussion of the military contribution made by the 
United States to the winning of the war other than to remark that 
when the crucial period was reached in the Spring and Summer of 
1918 our troops were there. I recognize that there is merit in the 
contention that the associated governments might well have joined 
in pooling their resources in a common cause and that even now an 
argument can be made in favor of writing off debts incurred after 
our entry into the war to the extent that they were incurred for con- 
tributions to a common cause, but, and this is an all-important res- 
ervation, there is merit to such an argument only if the proposed 
adjustment is to be a mutual one and is to be applied to all ona 
strictly equal basis. This factor, however, is one that seems to have 
been completely overlooked by the faculties of Columbia and Prince- 
ton Universities and by other advocates of debt cancellation urging 
the common cause contribution argument. 

Early in the war in order to minimize the dislocation of exchanges 
and for sound economic reasons the general principle was established 
that goods and services purchased by one ally in the country of an- 
other ally should be financed by the latter. That is to say, that if 
France purchased supplies and services in England the British gov- 
ernment would furnish the pounds with which to buy them and, vice 
versa, when Great Britain bought goods and services in France the 
French government would undertake to furnish the francs. As to 
whether in the latter case the francs were furnished on credit or for 
cash I do not know, but in the former case the pounds were furnished 
on credit. When we came into the war we readily agreed to apply 
this sound principle to our transactions with our associates. That 
is to say, we agreed to furnish them the dollars with which all their 
purchases in the United States should be consummated and what is 
more, we agreed to lend them those dollars. This was the origin of 
these debts. But here is the fact that is not mentioned and which 
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you gentlemen have apparently overlooked. We purchased supplies 
and services from France and the British Empire by hundreds of 
millions. They had to be paid for in francs and in pounds. We did 
not get those francs and pounds on credit—we paid cash for them, 
except possibly in a few comparatively minor instances. In other 
words, we paid cash for the goods and services necessary to enable 
us to make our joint contribution to the common cause. Our asso- 
ciates got the goods and services purchased in this country neces- 
sary to enable them to make that part of their joint contribution 
on credit. Here is the fundamental reason which explains why we 
ended the war with every one owing us and our owing no one. We 
are now urged to cancel these debts because it is alleged that they 
were incurred in a common cause, but neither abroad nor in this 
country has it been suggested that if this is to be done we are to be 
reimbursed the dollars actually expended by us in France and Great 
Britain so that the goods and services they sold us might constitute 
their contribution to the common cause. 

In this connection, one other fact may well be called to your atten- 
tion. Among the purposes for which we made dollar advances was 
that of maintaining the franc and the pound at somewhere near their 
normal values. In other words, we loaned our associates the dollars 
with which to purchase bills on London and Paris and so permit 
them to peg the exchanges. When we were obliged to purchase francs 
and sterling for our own uses in the Paris and London markets, we 
did so at the artificial prices maintained by the use of the very funds 
we had loaned. I have no desire to emphasize this point. I mention 
it, together with the situation above described, as factors which had 
to be considered by those charged with the responsibility of nego- 
tiating the settlements on behalf of the American Government, and 
which, with other important ones, could have been readily ascertained 
by those undertaking to advise our people had they availed them- 
selves of the opportunity which would have been glady afforded 
them to ascertain all of the facts. 

Before leaving the question of the purposes for which the debts 
were incurred, may I remind you that I have already had occasion 
to point out that the present value of these debt settlements at 5%, 
arate less than most of the debtor nations now have to pay for money, 
is, except in the case of Great Britain, either less than or approxi- 
mately the same as the amounts borrowed after the Armistice. 
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France’s after-war indebtedness with interest amounts to $1,655,000,- 
000; the Mellon-Bérenger settlement has a present value of $1,680,- 
000,000. Belgium’s post-Armistice borrowings with interest were 
$258,000,000, and the present value of the settlement is $192,000,000, 
The post-Armistice indebtedness of Italy with interest is $800,000,- 
000, and the present value of its debt settlement is $426,000,000, 
The principal of Serbia’s post-Armistice indebtedness aggregates 
$16,175,000, and the present value of its debt settlement is $15,919,- 
000. The loans to Finland, Esthonia, Latvia, Lithuania, Poland, 
Czechoslovakia, Hungary, Austria, and Rumania were all made 
after the Armistice. 

The Columbia professors criticized capacity to pay as a formula 
difficult, if not impossible, of just application, a criticism I under- 
stand you endorse. But no other formula is suggested. It is obvious 
that in the settlement of these huge debts, the burden of which must 
be borne either by foreign taxpayers or by our own, it was essential 
that the negotiations must be based on some guiding principle if 
justice was to be done between all parties; that is to say, not only as 
between creditor and debtor, but as between debtors. Frankly, I 
know of no fairer formula than that of capacity to pay generously 
applied. To ask a debtor nation to pay substantially less than it is 
able to without undue burden on its people is to do an injustice to 
our own taxpayers; while to ask a foreign debtor to pay more than 
its capacity, is to be guilty of an act of injustice such as I can assure 
you cannot be charged against us. Apparently you would have all 
debtors treated on an equality. Does this mean that the Italian 
settlement should be raised to a point where it will correspond to the 
British, which, of course, would impose a burden impossible of per- 
formance by Italy, or do you propose that the British be reduced to 
50% and the Italian raised to 50%, which would make an easy 
settlement for Great Britain and a still impossible settlement for 
Italy? Or do you propose that the British settlement shall be brought 
down to the Italian 26%, thus imposing no real burden on England 
at all? 

You say that ‘‘We do not desire to impose tremendous burdens of 
taxation for the next two generations on friendly countries.’’ Are 
you quite sure that this is an accurate statement of the facts? In 
estimating the debtor’s capacity to pay without inflicting such a 
sacrifice as would cause a lowering of its standard of living, only inci- 
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dental consideration was given to the reparation payments to be re- 
ceived by the debtor countries from Germany. Now, the fact is 
that all of our principal debtors are already receiving from Germany 
more than enough to pay their debts to the United States; and France 
and Italy, with the exception of this year in the case of the latter, 
are receiving from the same source more than enough to pay their 
debts to Great Britain also. 

France, in the year 1926-1927, will receive from Germany approx- 
imately $176,000,000. Under the agreements with Great Britain 
and with the United States, France will pay $30,000,000 to us and 
some $71,000,000 to Great Britain, leaving to France a balance of 
$75,000,000. In 1927-1928, that balance will grow to $108,000,000. 
In 1928-1929, in spite of the fact that tne payment to Great Britain 
rises to $85,000,000, the balance availz»le to France will amount 
that year to $186,000,000; and, in 1930, efter meeting her obligations 
to the United States and to Great Britwin, there will be a balance 
from reparation payments of $237,000,000. Italy is paying us this 
year $5,000,000 and to Great Britain $19,000,000. They will re- 
ceive from Germany $22,000,000, which is just $2,000,000 less than 
is necessary to meet their obligations to Great Britain and the United 
States. But, in 1929, German reparations will have risen to $45,000,- 
000, leaving to Italy a balance, after her payr.ents as debtor, of 
$21,000,000. And even in 1936, when her payments to us will a- 
mount to $16,000,000, and to Great Britain approximately $20,000,- 
000, those two amounts will still fall short by $15,000,000 of the sums 
received from Germany. 

Belgium this year will receive from Germany $16,000,000 more 
than she will pay to other countries; in 1927-1928, $18,000,000 more; 
in 1929-1930, $27,000,000 more. Jugo Slavia will receive this year 
11 million dollars more than they will have to pay, and next year 13 
million dollars more. All of the other powers that owe us money will, 
in the aggregate, receive this year $3,000,000 less than they have to 
pay, but by 1929 will be receiving $3,000,000 more than they have 
to pay. 

Finally, we come to Great Britain. Under the agreements with 
France, Great Britain will receive from France approximately 
$71,000,000 this year; from Italy approximately $19,000,000; from 
Germany approximately $72,000,000, and will pay us $160,000,000. 
Or, in other words, Great Britain will receive this year from her 
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debtors $2,000,000 more than she pays us. Next year Great Britain 
will receive from France $69,000,000; from Italy, $19,000,000; from 
Germany, $87,000,000; or a total of $175,000,000. Great Britain 
will pay us $160,000,000, leaving a balance of $15,000,000. Ip 
1928-1929, Great Britain will receive from France $85,000,000; 
from Italy, $19,000,000; from Germany, $127,000,000; or a total 
of $231,000,000. Great Britain will pay us $161,000,000, making a 
credit balance of $70,000,000. It is true that in the past two years 
Great Britain has received about $100,000,000 from Germany, 
France and Italy less than she has paid to the United States, but it 
is equally true that from this year on Great Britain every year will 
receive from her debtors a substantial amount more than she will 
pay to us, so that her American payments will not constitute a drain 
upon her own economic resources. 

It is true that Great Britain has agreed not to accept more from 
her debtors than the sums which when added to reparation payments 
will equal those which she pays the United States. But even taking 
this into consideration, it is obvious that your statement that the 
debt agreements which we have made impose a tremendous burden 
of taxation for the next two generations on friendly countries, is not 
accurate, since the sums paid us will not come from taxation, but 
will be more than met by the payments to be exacted from Germany. 

It must also be obvious that if the amounts to be paid by all our 
debtors are to be reduced and a corresponding reduction is to be made 
in the amount of reparations to be paid by Germany, the net effect 
of this change will be to transfer the burden of reparation payments 
from the shoulders of the German taxpayer to those of the American 
taxpayer. 

Finally, the joint faculties of Columbia and Princeton urge the 
American people to reconsider the debt settlements with allied 
countries “‘because of the growing odium with which this country 
is coming to be regarded by our European associates.’’ I doubt wheth- 
er European nations dislike us as much as some people tell us they 
do. But I know this, that if they do, the cancellation of that part 
of their debts which has not already been cancelled will not of itself 
change their dislike into affection. Neither in international relations 
any more than in private life is affection a purchasable commodity, 
while my observation and reading of history lead me to conclude that 
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anation is hardly likely to deserve and maintain the respect of other 
nations by sacrificing its own just claims. 

No one can insure the future; but given normal conditions, it is 
believed a true balance has been held between the duty of the Debt 
Commission to the American taxpayer and fairness towards those 
nations to which was extended aid during and after the war. The 
debts have not been cancelled, but excessive demands have not been 
made. Certainly, the debt settlements cannot become too heavy a 
load in the next few years. In the future, with peace and the devel- 
opment of trade internally and externally, it is not too much to 
expect that this will be equally true of the later years also. The 
outstanding fact is that these debts have been settled. A fair trial 
can now be had, not on theory, but in practice, and a reopening of the 
whole question at the present time would do more to interrupt the 
steady progress achieved since settlement than might be gained from 
any ultimate minor adjustments that can be effected. 

Very sincerely yours, 
A. W. MELLon, 
Secretary of the Treasury. 


Dr. John Grier Hibben, 
President, Princeton University, 
Princeton, New Jersey. 
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STATEMENT, BY JOHN GRIER HIBBEN, IN REPLY To 
SECRETARY OF THE TREASURY MELLON’S LETTER 


After consulting with several of my colleagues I wish to make the 
following comment upon the letter of the Secretary of the Treasury 
addressed to me of the date of Mar. 15th, 1927, and appearing in 
the Press of today. 

It is a matter of gratification to us that Mr. Mellon has made this 
statement because it brings the question of foreign debts more forci- 
bly to the thoughtful consideration of the American people. 

The statement coming from 116 members of the Princeton Faculty 
was based upon the general information which the State Department 
had made public for the benefit of the American people and it had 
not occurred to us that there was any essential information concern- 
ing the situation that had not been forthcoming. We felt there was 
no impropriety as American citizens in making a statement of con- 
viction, even though it ran contrary to a decision of Congress. © In 
the history of the American people an enlightened public opinion has 
often served to change even the vote of Congress. 

Mr. Mellon’s argument that the burden of paying all debts owed 
to the United States is not a grievous one because it can be paid with 
amounts received each year from German reparations, is not in 
keeping with the statement of policy made by the Debt Commission 
and reported as follows in the New York Times of Sept. 30, 1925: 

“The American Commission has insisted and still remains 
firm in the decision that the payment of German reparations 
to France shall not be linked directly with the Debt Funding 

Agreement. It being held that the German reparation pay- 

ments and the French Wartime Debt to the United States are 

separate problems.” 

Moreover, the request of France that America should take a posi- 
tion towards France similar to that of Great Britain in reference to 
the modification of payments due in the event that the German 
reparations should diminish in amount or fail altogether was refused 
by our Debt Commission. This proposal was called the ‘‘Safeguard 
Clause” and was eliminated from the debt settlement proposal 
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between France and the United States at our insistence. Mr. Mel- 
lon’s argument therefore in this respect has validity only so far as 
it assumes that Germany will continue to pay the regular amounts of 
reparation through a period of sixty years. This is an assumption 
of dubious justification. 

According to Mr. Mellon we in the United States are to get the 
benefit of the reparations coming from Germany through our allied 
debtors and designed originally to repair damages of the War. The 
nations which suffered cannot use the reparations for the repair of 
their own destroyed property but must pass it on immediately to 
their ally in the War, the United States. 

There is no doubt that Mr. Mellon is quite correct that these 
debts were not contributions of the United States to their allies, 
but were veritable business transactions, and yet we must not over- 
look the fact that they were made in the midst of the exigencies of 
war, when all of the allied nations were confronted with the serious 
uncertainty concerning the outcome of the conflict, and in the efforts 
to realize the common objective there was certainly a common 
cause. The post-war loans to the allies were made for a common 
cause as truly as the loans which were used in providing powder, 
shot and shell and the general equipment of war. 


JouNn GriER HIBBEN. 
March 18, 1927. 
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REPLY, BY EDWIN R. A. SELIGMAN, TO 
SECRETARY OF THE TREASURY MELLON’S LETTER 


Honorable Andrew W. Mellon, 
Washington. 


My dear Mr. Secretary: 


Your open letter to President Hibben on the debt settlements was 
so temperate and courteous, and recognized so clearly the legitimacy 
of a serious discussion of this important question that the signers of 
the Columbia statement of last December, to which you so frequently 
refer, have authorized me to make a few observations. F ollowing 
your example, I am at the same time offering this letter for 
publication. 

I should like to call your attention to what I conceive to be various 
errors of fact and interpretation in your letter. These fall into two 
groups, one affecting the Columbia and Princeton statements, the 
other relating to your own positive contentions on certain economic 
aspects of the question. 

In the first place, when you speak of the loans as investments, 
throughout your entire argument, you pass over in silence those moral 
aspects of the debt situation which formed the principal basis of the 
Columbia and Princeton statements. The question will not be 
finally settled until we reach an adjustment that is morally defensible 
as well as economically sound, but it would be idle for me to attempt 
here to add anything to the analysis of the moral phase of the subject. 
I desire only to point out that your letter fails to meet this issue at all. 

You intimate, in the second place, that our statement was based 
upon an inadequate knowledge of the facts. I assure you that we 
are thoroughly familiar with all the facts that have been made public 
by the Treasury Department. If there is in your files any pertinent 
information of a fundamental character which has not been divulged 

and which we ought to have consulted, the statements thus far issued 
by the Treasury fail to suggest its existence. Has not the time now 
come when any such information should be made public? 

You intimate also that the Columbia statement was calculated 
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to imperil the acceptance by France of the debt agreement. It is 
true that when the statement was issued there appeared to be some 
basis for this anxiety; but I submit that events have since shown that 
France was able to balance her budget and to arrest the fall of the 
franc without the aid of that American loan, the desire to secure which 
was the only strong argument for ratification put forward by any 
responsible French statesman. Evidently the Columbia statement 
had no substantial effect on the action of France in reference to 
ratification. 

I come now to what seems to me the errors involved in your con- 
tentions in the strictly economic field. 

First, it is true that American dollars enabled the Allies to peg the 
exchanges; that is, to keep the exchange close to the pre-war levels. 
This procedure rendered it possible for the Allies to purchase goods in 
the United States without putting an exorbitant strain on their 
domestic finances. But it is a gross error to say that pegging made 
American purchases in the Allied countries substantially more costly. 
It was precisely the pegging that kept Allied internal prices from 
soaring. Without the peg the Allied exchanges would undoubtedly 
have fallen, but Allied prices would have risen roughly to correspond, 
as shown by the post-war experience when the peg was removed. 
There would, of course, have been some lag in the rise of prices. But 
the resulting decrease in the dollar cost to us of Allied goods and 
services would have fallen far short of offsetting the disastrous con- 
sequences of a collapse of the Allied exchanges. 

Second, in estimating the present value and real burden of the 
debts, you continue to take the rate of interest at 5 per cent, and that, 
too, at the very time when the American government is borrowing 
money in this country at 3% per cent or even less. To use the higher 
rate of interest greatly exaggerates the real reduction in the debts 
which this country has granted. It is no answer to say that the 
debtors themselves must still pay 5 per cent on their current borrow- 
ings, since the present values of the debts, in the calculation of 
which the interest rate is here used, are values to the United States, 
not to the debtors. 

Third, you object to criticism of the principle of capacity to pay, 
but you fail to realize its essential weakness as a criterion. It is con- 
ceivable that an entire nation’s capacity to make payments abroad 
can be estimated for the present and the immediate future; but it 
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is obviously impossible to make such an estimate, on any fair and 
scientific basis, for so long a period as the next sixty years to come, 
In point of fact, the use of the “ principle’ cannot denote a just and 
accurate procedure. It can only have been a cloak for bargaining 
and compromise. Moreover, the principle has proved to involve 
a confusion between the idea of maximum limits and the idea of 
minimum limits. 

You interpret capacity to pay in the generous sense of reducing 
payments to what seems to you a just and reasonable extent. The 
French, on the contrary, interpret the term, as found in our debt 
agreements, to mean the maximum that the debtor can possibly be 
forced to pay. To refer objective action to a principle which is open 
to such contradictory interpretations is unfair and misleading. 
Again, you rebuke the Columbia and Princeton groups for failing to 
suggest some other formula than capacity to pay. They have offered 
no rigid percentage basis for calculating the payments, because they 
think no such basis is applicable. Instead, they urge a procedure 
which will take detailed account of the varying origin and nature 
of the debts themselves. The procedure followed by the United 
States treats all debts except that of Belgium as essentially com- 
mercial obligations. 

You advert to the dollars which the United States spent in pur- 
chasing supplies and services for the Allies. Of course we spent a 
great deal of money in Europe, but what we spent ran in terms of 
hundreds of millions, whereas the debts run in terms of billions. 
These are precisely among the considerations, ignored in its public 
pronouncement by the debt commission, which a revision would 
make it necessary to examine and to take into account. 

The most perplexing errors, however, are found in the manner in 
which you link up the debt payments with German reparations. It 
does not allude to the point so well emphasized by President Hibben 
that you are here completely reversing your former attitude; an 
attitude which, until your recent letter, always disclosed an ada- 
mantine refusal to admit that debts had anything to do with repara- 
tions. This is illustrated by the persistent refusal of the debt com- 
mission to allow the French to insert the ‘‘safeguard clause’’ based 
on reparations, a clause which probably would have ensured the 
acceptance of the Bérenger agreement. I call attention only to the 
following points: 
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You assume that reparations will continue to be paid in the ascend- 
ing amounts contemplated in the Dawes plan, and during as long a 
term as sixty-two years, the term fixed in our debt agreements. Of 
this there is of course no guaranty whatever, and indeed much expert 
opinion now regards it as impossible of accomplishment. Should 
the payments from Germany fail to be made in the scheduled amounts 
over sixty-two years, your whole argument on this head breaks down. 

I come next to an error which rankles deep in the hearts of our 
French friends. You assert that the debt payments will not require 
the Allies to undergo great additional burdens of taxation, because 
they will receive from reparations more than they pay to us. You 
entirely overlook the fact that France has already spent on restoring 
the devastated regions all, and more than all, of the sums that on 
any reasonable probability she will ever receive from Germany. 
These prospective receipts are not a free fund or a surplus which can 
be used to pay the debts due in this country without affecting the 
French taxpayers. They already have been mortgaged to the full. 
The same considerations apply in greater or less degree to most of 
the other Allies. 

Finally your entire argument connecting debt payments with rep- 
arations places the United States in a very ambiguous position. I 
do not believe that the citizens of this country can contemplate 
with easy conscience a situation in which the chief beneficiary of the 
German “reparation” payments will be, not the Allies but the United 
States, which suffered none of the destruction resulting from inva- 
sion. Do we not stultify ourselves by allowing a situation to develop 
in which the moneys paid over to the Allies by Germany, in order to 
repair the devastation of the war, will flow into our coffers, leaving 
the Allied taxpayers to carry virtually the whole burden of Allied 
reconstruction, which the reparations payments were especially 
designed to meet? 

I have not commented on certain other aspects of the situation 
ignored in your letter. They turn in part on the possible unfavorable 
effects of the debt receipts upon economic conditions within the 
United States itself, and if included here would serve to strengthen 
materially the plea for a reconsideration of the entire debt question. 

My purpose in this letter has been merely to call attention to vari- 
ous economic errors which seem to me to obscure a proper understand- 


ing of this vital issue. Faithfully yours 


Columbia University, March 23, 1927. Epwin R. A. SELIGMAN. 
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FACTS ABOUT THE DEBT 


[Reprinted by permission of the Foreign Policy Association] 


I. Pre-armistice loans 


Post-armistice loans 


II. The United States has negotiated debt funding agreements 
with thirteen of the debtor countries as follows: (France has not yet 
ratified the debt agreement). 


BELGIUM 
CZECHOSLOVAKIA 
ESTHONIA 
FINLAND 


Six of the nations have not yet entered into funding agreements with 
the United States. These nations are: Armenia, Austria, Greece, 
Liberia, Nicaragua,* and Russia. 


GREAT BRITAIN 


JUGOSLAVIA 


$7,077,000,000 

3,261,000,000 
The total amount loaned to twenty different 
countries between April 6, 1917 and Nov- 


ember I, 1920 was $10,338,000,000 


LATVIA 


LITHUANIA 


POLAND 
RUMANIA 


One nation, Cuba, has paid the entire amount borrowed. 


III. The éotal average annual payments the United States is due to 


receive under the debt funding agreements with the thirteen coun- 
tries above are as follows: 


First 10 years 
Second 10 years 
Third 10 years 
Fourth 10 years 
Fifth 10 years 
Last 12 years 


IV. The total amounts we have written off or cancelled depends 
upon the interpretation of a “‘fair’’ rate of interest. 


* Nicaragua is consistently making payments on its obligations. 


$233,000,000 


347,000,000 
365,000,000 
377,000,000 
393,000,000 
414,000,000 


The following 


tion ¢ 


“ fair § 
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table shows the extent of cancellation brought about by the reduc- 
tion of the interest rate below what is usually considered to be a 
“fair” or ‘‘normal’’ rate—ranging from 3 to 5 per cent. 





Country Cancellation 
at3%  at4%% at 5% 
0 . sninbpsannetananentiansincadionmnsmnsseiniithsstiasaialdattinane an 
10 Great Britain +7%* 17% 28% 
~ France 32% 52% 58% 
Italy 62% 75% 79% 
Belgium 28% 46% 54% 
J *The average interest rate over the whole period of 62 years is 3.3 per cent in the case 
of Great Britain; therefore upon the basis of a 3 per cent normal interest rate, Great 
nents Britain has been overcharged. 
t yet 
NOTE 
ith For an excellent technical analysis, including important statistical 
ce, material, see Information Service, Special Supplement, entitled 
“The United States and the War Debts,”’ Foreign Policy Association, 
18 East 41st Street, New York, March, 1927. 
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